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A Financial Notebook 





Gold Reflux 


In the past month the Exchange 
Account has been recouping some 
of the severe losses of gold and ex- 
change suffered in the speculative 
crisis of the late summer. With the 
exception of a quickly reversed check 
in the middle of the month, as is 
more fully r.ported in our opening 
article, sterling displayed consistent 
strength in the first three weeks of 
the month, rising above parity against 
the US dollar and recovering still 
more spectacularly against the D- 
mark, to 11.79, the best rate since 
spring, 1955. In the second week 
of October, Germany experienced 
an outflow of foreign exchange, 
equivalent to $234 millions. ‘This 
evidently reflects bear covering of 
speculative positions in sterling, and 
also in guilders. ‘The new uncer- 
tainties spreading outward from Wall 
Street induced a new setback, ster- 
ling dipping below its dollar parity, 
but the rate movements were exag- 
gerated in narrow markets. 


The Septeriber Loss 


In the gola statement for October, 
allowance will need to be made for 
the payment of $130 millions to the 
European Payments Union in settle- 
ment of the September deficit; on 
the other hand, the reserves may be 
boosted by the first drawing on the 
credit of $500 millions with the 
Export-Import Bank, which the 
authorities still appear to consider 
psychologically valuable. 

The reserves at end-September 


stood at $1,850 millions, their lowest 
level since end-1952. ‘The fall in 
the month—the whole of it incurred 
in the first three weeks, before the 
Bank rate move—reached $292 mil- 
lions, following that of $225 millions 
in August; this was the biggest 
monthly loss since January, 1952. 
If adjustment is made for the 
month’s lag in settlement of the 
EPU deficits—amounting to {61} 
millions in September, £634 millions 
in August and {18 millions in July 
—the rate of loss in the latter two 
months, allowing for officially stated 
special items (see page 756), was 
about the same. If allowance is 
made also for Germany’s special 
purchases of sterling, of £75 mil- 
lions spread through the third quar- 
ter, that rate may have been around 
$350 millions in both August and 
September. 


Public Investment Cuts 


A steady decline in local authority 
house-building over the next few 
years, which had been expected any- 
way, was the main reduction below 
current levels that the Chancellor of 
the Exchequer had ready to an- 
nounce when he outlined to Parlia- 
ment his plan to stabilize public 
investment over the next few years. 
In money terms, the other revised 
programmes he mentioned, except 
that of the Post Office, were as high 
or higher than their 1957 level of 
capital expenditure, which Mr 
Thorneycroft has put, in total, at 
roughly £1,500 millions. But his 
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stabilization is in money, not in real 
terms: to the extent that these public 
authorities expect the prices of 
capital goods to go on rising, they 
will have to adjust their capital plans 
below the real level of 1957, 

For parts of the public sector in 
which investment had been expected 
to rise considerably beyond the 
levels authorized for 1957—notably 
railways, electricity, and the Post 
Office—the pruning of intentions 
will be sharper. Last year, “ public 
investment ” (which by accident of 
nationalization may range from 
school desks to jet airliners) ac- 
counted for just under 44 per cent 
of gross domestic capital formation, 
and for about 48 per cent of net 
capital formation after allowing for 
depreciation. Public investment was 
expected to rise more this year than 
private investment; in the first half 
of 1957, however, it was not 
doing so. 

A substantial element in the public 
sector is essentially social investment, 
of which the products are supplied 
free or at subsidized prices. The 
industrial investment concerned, by 
the nationalized corporations, does 
for the most part pay a return in 
fixed and low interest (the T'rans- 
port Commission being a sorry 
exception here, having been allowed 
to incur deficits for the present). The 
state industries’ share of gross invest- 
ment considerably exceeds their pro- 
portionate contribution to national 
output—partly because they price 
their products too cheaply, but also 
because these are inherently capital- 
intensive industries. For the most 
part they have been directed to cut 
specific projects, rather than spread 
the whole programme out over a 
longer period, though where few 
separate items are concerned, as in 
the nuclear electricity programme 
delay has been the only practicable 
form of reduction. 


‘‘ Leak ”’ Inquiry Rejected 

The Government rejected last 
month the request by leaders of the 
Labour Opposition for a judicial 
inquiry into alleged leakages of in- 
formation about the increase in 
Bank rate on September 19. Mr 
Harold Wilson had submitted to the 
Lord Chancellor prima facie evidence 
(based on conversations after the 
Bank rate increase) that certain 
officials of the Government and a 
junior employee of the Conservative 
Central Office had foreknowledge of 
the move, and that foreknowledge 
had been evident in the recall of 
a certain journalist to his head 
office. 

The Prime Minister stated that 
the Lord Chancellor had satisfied 
himself that all of Mr Wilson’s mis- 
givings were unfounded. Mr Gait- 
skell thereupon complained that the 
inquiry should have been by an 
independent member of the judiciary 
and should have looked specifically 
into the allegedly large dealings in 
gilt-edged securities late on the 
Wednesday afternoon, including 
some after the official close. It may 
be recalled that a small firm of 
jobbers in the gilt-edged market had 
complained of such dealings and 
announced that it would in future 
restrict after-hours dealings to small 
rputine transactions. All but one 
of the partners of the firm subse- 
quently resigned. 

The one fact that seems estab- 
lished beyond doubt is that certain 
members of the press learned on the 
Wednesday of the likelihood of an 
announcement of the supporting 
measures—the advances curb and 
the freeze on public investment. 
Deductions on Bank rate were not 
generally drawn. Thursday, ad- 
mittedly, is Bank rate day, but on 
this occasion it was also the eve of 
the Chancellor’s departure for Wash- 
ington. Had the Government ad- 
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mitted the partial leak, it might have 
left fewer popular doubts on the 
bigger question. 


Speculation versus Surplus 


The semi-annual white paper on 
the balance of payments issued last 
month—in a new presentation that 
achieves a substantial simplification 
without, save at a few minor points, 
omission of information previously 
given — details the strength of 
Britain’s current overseas trade and 
payments, and shows how, even 
tefore the onset of the great summer 
pressures, part of the fruits of this 
surplus were lost to the reserves 
through speculative encroachments. 

That conjuncture, indeed, charac- 
terized the whole of ‘* Suez year ’’, in 
which a current surplus totalling 
{211 millions (contrasting with the 
December hope of bare balance and 
with surpluses of around £50 millions 
in 1955-56 and 1954-55) was accom- 
panied by a small net fall in the 
gold and dollar reserves, even after 
Britain’s drawing of £201 millions 
from the International Monetary 
Fund and a number of other special 
supports. But whereas in the July- 
December period last year the 
pressure on the capital account 
stemmed largely from the running 
down of sterling balances and the 
loss of short-term capital to overseas 
countries, in the first half of 1957 
the major strain came from the 
domestic investor. 

Thus the sterling balances of the 
overseas sterling area turned upward, 
by £69 millions—thanks entirely, it 
must be presumed, to the very large 
contribution of Australia, more than 
cffsetting the further drawings by 
India (despite its credit of {£70 
millions from IMF) and probably 
drawings by other Asian countries 
too. Non-sterling countries also in- 
creased their balances in the first 
half-year, by £4 millions, though 


without the first German deposits in 
London there would probably have 
been a small fall. Nor were signs of 
leads and lags in current payments 
apparent in the figures of mis- 
cellaneous capital movements and 
unidentified items—which showed a 
net inflow of £40 millions, compared 
with an outflow of £78 millions in 
July-December. 

The big drain was that of £150 
millions in net long-term private in- 
vestment—about as large as the nor- 
mal outflow of private investment in a 
full year. The abnormal swelling of 
this figure is plainly attributable to 
the massive illicit purchases of new 
dollar securities, estimated from 
American and Canadian sources at 
around $200 millions, or £70 mil- 
lions, in the six months to end-June 
—after which the authorities blocked 
the easy channel through Kuwait. 


Suez Nearly Offset 


In the current account, the picture 
is reassuring on all sides. Despite 
the losses of invisible earnings as a 
result of the Suez blockage, the sur- 
plus for January-June reached £125 
millions, compared with £159 mil- 
lions in 1956 and £24 millions in 
1955. The loss of net oil revenues 
is plainly reflected in the decline of 
the elusive ‘“‘other (net) item from 
£166 millions in the first half of 1956 
to £117 millions; and the net credit 
from shipping freights fell from £64 
millions to {£49 millions. This 
damage was notably smaller than had 
been feared; and it was partly offset 
by a reduction in net invisible pay- 
ments by the Government. An im- 
portant influence here was the rise 
of one-quarter in receipts from 
American and Canadian forces in 
Britain to £50 millions—$140 mil- 
lions—in the six months. 

In merchandise trade, the excess 
of imports was kept to the very low 
level that has obtained since the 
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beginning of 1956, and indeed 
dropped to a new low point since the 
war: {25 millions, compared with 
£26 millions in the second half of 
last year, £33 millions in the first 
half, £356 millions in the full year 
1955 and £186 millions in 1954. It 
may be recalled that in the monthly 
figures of trade shipments, the gap 
is shown to have widened in the first 
half of 1957, to a figure of £342 
millions. The discrepancy in the 
trend is explained partly by the in- 
creased weight of freight charges 
arising from the Suez diversions: 
these show up in the monthly figures 
of imports (valued cif) but not of 
exports (valued fob). 

This anomaly also means that the 
official index has under-stated the 
fall in import prices, and hence the 
improvement in the terms of trade. 
This improvement is shown at 1 per 
cent for the first half of 1957 com- 
pared with a year before, and at 
24 per cent in the third quarter. 


The Banks and Gilt-edged 


The banks have been facing some 
difficult decisions in the past month. 
They have had to decide how best 
to comply with the Chancellor’s in- 
junction to reduce advances to the 
average of the past twelve months; 
it appears to have been agreed that 
the only practicable basis is for each 
bank to attempt to meet this pre- 
cept individually, and instructions 
for still stricter scrutiny have gone 
out to branches. It is too early to 
judge the effect on demand for ad- 
vances of the new high rates; the real 
test is likely to come when the 
tougher official policy works through 
to the business climate. Then, too, 
the banks may find new (or rather 
old) criteria for cutting advances— 
doubtful credit risks. 

The banks’ other major problem is 
what to do about their high liquidity, 
which has not been seriously shaken 


by the big speculative strain on ster- 
ling. The effect of this was again 
strongly evident in the bank state- 
ments for September, although a rise 
in the Exchequer’s domestic needs 
prevented an actual reduction (as in 
August) in liquid assets and deposits. 
In the four weeks to September 18, 
the eve of 7 per cent, liquid assets 
rose by £8.1 millions and net deposits 
by £4.0 millions—both movements 
being considerably smaller than those 
usually experienced at this season. 
Advances were down by a further 
£9.3 millions, following the reduction 


Sept 18, Change on 
1957 Month Year 
{mn £mn fmn 
Deposits .. 6429.8 +3.5 +159.5 
“Net” Dep* 6174.1 +40 +-132.4 
%ot 
Liquid 

Assets 2278.4 (35.4) +8.1 - 36.2 
Cash .. 535.1 (8.3) +4.3 + 29.9 
Call Money 429.6 (6.7) +7.7 + 15.8 
Treas Bills 1159.1 (18.0) -4.0 -—133.0 
Other Bills 154.7 (2.4) +0.2 + 51.3 
** Risk ” 

Assets 3973.8 (61.8) -5.6 4-177.4 
Investments 2019.6 (31.4) +3.9 + 72.7 
Advances .. 1954.3 (30.4) -9.3 + 94.7 

State Bds 45.1 -5.1 -— 36.9 
All other 1909.2 —4.2 +-131.6 


* Excluding items in course of collection. 
+ Ratio of assets to published deposits. 


of £28.3 millions in August; invest- 
ments rose on balance by 3.9 
millions. ‘Thus the banks’ liquidity 
ratio actually rose by a decimal point 
from its comfortable level, to 35.4 
per cent, and was only one decimal 
point below its July peak. And now 
a number of influences are combining 
to fortify bank liquidity: the seasonal 
deficit of the Exchequer, which 
usually continues until the year-end; 
the reflux of exchange; and the 
pressure on advances. Should the 
banks therefore take the plunge back 
into gilt-edged? 

So far there are too many un- 
certainties for most banks to con- 
sider early and large-scale purchases 
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—though they may be tempted into 
some switches from short-dated to 
the attractive short-medium dated 
stocks. The banks are obviously 
anxious to avoid any further losses in 
book values, especially before their 
end-December balance sheets. More- 
over, they can see good reasons for 
remaining highly liquid at present. 
The cushion, it is felt, could be 
needed to take the strains of switches 
of deposits into Treasury bills, the 
mortgage market or other high- 
yielding media, and of the new year 
pull of tax money. Meanwhile, with 
Treasury bills yielding them 6} per 
cent and average rates on loans to the 
discount market around 54 per cent, 
the banks’ cautious policy involves 
no immediate loss of earnings. 


Anglo-Canadian Free Trade ? 


The discussions of Commonwealth 
finance and trade ministers that took 
place at Mont Tremblant in Canada 
immediately after the IMF and 
World Bank meetings in Washington 
were shaken out of their intended 
course by the British Government’s 
scnsational proposals for creating a 
free trade area between Canada and 
the United Kingdom. Mr Diefen- 
baker has in recent months suggested 
that Canada could achieve a diversion 
of 15 per cent of its imports from the 
United States—with which it has a 
large deficit—to the United King- 
dom. This general statement of in- 
tention had proved embarrassing to 
the United Kingdom Government; 
Mr Thorneycroft and Sir David 
Eccles attempted to give it meaning. 
Their suggested move into free trade 
would keep pace with the proposed 
timetable of the European free trade 
area, to be completed in 12 to 15 
years, and would include a removal 
of quotas. The details of this pro- 
posal appear to have been published 
without adequate forewarning to the 
Canadian authorities—and to have 


transferred the embarrassment to 
the Diefenbaker Administration. The 
electoral backbone of the Canadian 
Conservative Party is in the province 
of Ontario, whose secondary indus- 
tries would be gravely inconveni- 
enced, to say the least, if called upon 
to compete on duty-free terms with 
the United Kingdom. 

The proposal has been remitted 
for further study, in the course of 
which it is almost certain to be 
safely pigeonholed. A Canadian 
trade mission will soon be visiting 
Britain, and this may attempt certain 
adjustments of Government trad- 
ing, including off-shore procure- 
ments. The episode is both dis- 
appointing and enlightening. Given 
the impossibility under the General 
Agreement on ‘Tariffs and Trade 
of increasing preference between 
Canada and Great Britain except by 
going the whole way, to total re- 
moval of mutual trade barriers, the 
British ministers’ initiative seemed 
to be the only practical way of re- 
sponding in constructive and realistic 
terms to Mr Diefenbaker’s offer. 
This, and many related questions, 
will no doubt be raised again at the 
full scale Commonwealth Economic 
Conference which the ministers have 
agreed to convene, probably in 
Canada, some time next year. 


IFC’s First Year 


The International Finance Cor- 
poration, established in July last 
year and now embracing 52 member 
countries, has recently issued its first 
annual report. Subscriptions total 
$92 millions; so far the corporation 
has made five loans totalling about 
$6 millions, in conjunction with 
at least equal commitments by pri- 
vate capital. Four of the loans have 
been in Latin America and one in 
Australia. 

Loans by IFC, unlike those of the 
World Bank, are not guaranteed by 
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governments and do not carry a 
fixed rate of interest. Interest has 
been charged up to 7 per cent with 
a further charge contingent on 
profits; the loans have been for 
periods less than fifteen years, and 
carry an option of conversion into 
equity, which IFC may exercise 
when it sells its interest to private 
investors. In this way IFC intends 
to revolve its funds; it may also 
borrow against the issue of its own 
notes, but has declared that it will 
not do so in its early years. 


World Bank’s High Activity 


The activities of IFC are designed 
to complement the World Bank’s 
large-scale, long-term investments in 
projects of basic economic develop- 
ment, usually in the public sector, 
for power, communications and agri- 
culture. In its twelfth financial year 
which ended last June the Bank 
granted twenty loans totalling $388 
millions, around the high level main- 
tained in each of the three previous 
years. In the three months to Sep- 
tember the Bank granted $214 nil- 
lions, a record level in any quartcr 
since the loans to Europe for post- 
war reconstruction. ‘The interest 
charged, now 6 per cent, has con- 
tinued to reflect the rising rate at 
which the Bank itself can borrow. 

The Bank’s loans may normally 
cover only the exchange outlay in- 
volved in approved projects, but 
there is some evidence of a loosening 
in the interpretation of this require- 
ment. Payments to cover the foreign 
exchange cost of the rise in invest- 
ment or consumption generated by 
Bank-financed schemes have risen 
sharply in the past three years, 
reaching 30 per cent of total dis- 
bursements last year, compared with 
an average of under 7 per cent before 
1954. Of the remaining portion of 
Bank loans, spent on imports directly 
required for each project, North 


America’s share has declined from 
57.5 to 50.4 per cent; Britain’s share 
also continued to fall, dropping to 
11.0 per cent in the latest year, but 
that of Western Germany rose again, 
to 18.7 per cent. 

This shift of expenditure away 
from the United States has been 
accompanied by further payments 
of non-dollar subscriptions, to the 
equivalent of $134 millions in the 
financial year. At the recent meet- 
ing in Washington, Britain agreed to 
release the remaining {£20 millions 
of its 18 per cent commitment as 
soon as the £15 millions left from 
the funds released in 1953 had been 
allocated; these funds may be lent 
to sterling members of the Common- 
wealth for projects approved by 
Britain. 

The Bank also acquired a net $183 
millions from the issue of new bonds. 
All three public issues were of dollar 
bonds, although one issue was placed 
entirely outside the United States. 
In addition, $47 millions was bor- 
rowed from Switzerland, a non- 
member country. Since June, $175 
millions has been placed with the 
German central bank in dollar bonds 
of up to four years’ maturity. 


Compensation for Suez 


Britain and Egypt last month re- 
sumed—and then again interrupted 
—negotiations in Rome on financial 
issues obstructing a return to normal 
trade relations. It was agreed to 
exclude for the present the inter- 
governmental claims, which include 
the Egyptian demand for reparation 
for the military action and Britain’s 
demand for compensation for the 
closing of the canal and for the 
seizure of installations in the base. 
Bargaining centres on the property 
sequestered or expropriated by Egypt 
and on the £27 millions in Egypt's 
No. 1 current sterling account, 
blocked since the nationalization of 
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the canal last year. In addition, 
Egypt has a free special account into 
which the canal dues are paid at 
present, and a further £80 millions 
in the No. 2 or capital account, re- 
leases from which are made annually 
into the No. 1 account. 


Agreement has so far been reached 
in principle on the freeing of certain 
British property, but not on the 
valuation of the assets already 
liquidated nor on the value of com- 
pensation for the banks and insur- 
ance companies formally expropri- 
ated in January. Estimates were 
made by the fact-finding mission 
sent to Egypt in August, although 
the sudden death of Mr F. Milner, 
the Treasury member, handicapped 
the preparation of the report. 


Meanwhile, holders of Founders 
shares in the Suez Canal Company 
have confirmed the earlier decisions 
of other shareholders, including the 
British Government which holds 44 
per cent of the capital. The company 
is to be turned into an investment 
trust, “‘ particularly with a view to 
furthering activities of an_ inter- 
national nature’”’. It already holds 


an interest of {2 millions in the 
Shell group, and is now making 
small investments in the quest for 
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oil in the Sahara and in oil ventures 
in Canada; it is concerned, too, in 
Channel Tunnel research. 


The company has resisted the 
Egyptian Government’s suggestion 
of compensation on the basis of 
prices quoted on the Paris Bourse 
on the eve of nationalization in June 
last year; prices had then fallen some 
25 per cent following Egyptian de- 
mands in August, 1955, that the 
company should invest more heavily 
in Egypt. The Egyptian offer is 
worth £75 millions, but it is condi- 
tional on the company relinquishing 
its non-Egyptian assets, valued at 
some {£65 millions. Rather more 
than half of the company’s cash and 
securities held outside Egypt is 
blocked in Britain and the United 
States; if these assets were released 
the liquidation value per share 
(making no allowance for assets in 
Egypt) would be about equal to 
current quoted prices. 


Cheques Act in Force 


The details of the banks’ pro- 
cedure on endorsements, announced 
by the clearing banks while the 
October issue of The Banker was in 
the press, confirm general expecta- 
tions. The full list of cheques now 
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requiring endorsement is as follows: 

(a) Cheques cashed or exchanged 
across the counter; 

(b) Negotiated cheques, which how- 
ever need not be endorsed by the 
customer for whose account the 
cheque is collected; 

(c) Cheques to joint payees if tendered 
for the credit of an account to 
which all are not parties; 

(d) Bills of exchange and promissory 
notes ; 

(€) Documents such as_ travellers’ 
cheques and drafts on certain 
Government bodies, including the 
Inland Revenue; 

(f) Cheques on banks in the Isle of 
Man, the Channel Islands and the 
Irish Republic, and all drafts on 
banks overseas; 

(g) Cheques with a receipt form on 
the back, provided that a special 
form stamped with a letter “R” 
on the face is used; it is hoped to 
curtail the use of these cheques. 


Dividend and interest warrants are 
to be treated analogously. The Insti- 
tute of Chartered Accountants and 
other professional bodies have ad- 
vised members to cross their cheques 
“account payee, not negotiable ”’. 


Light on CIC 


The Treasury last month issued 
for the first time detailed figures of 
applications made to the Capital 
Issues Committee, whose consent is 
needed for issues of capital for 
amounts over £10,000 by all bor- 
rowers, other than local authorities 
and overseas governments (which are 


subject to the scrutiny of the Bank 
of England). Previously, the only 
information about the activities of 
CIC was that given in occasional 
answers to questions in Parliament. 
The new series, summarized be- 
low, shows total applications and 
refusals by number and amount, 
giving a breakdown for applications 
above and below £50,000, and by 
three groups of borrowers—overseas 
concerns, financial concerns, and in- 
dustrial and commercial concerns. 
It also shows separately applications 
for new money and those for scrip 
issues, conversions, and the like. 
The weight of CIC refusals has 
plainly increased since the tightening 
in 1956; but even now the rate of 
refusals is by no means high. An 
outstanding exception was in the 
second quarter of this year, when 
of applications of {£496 millions 
£222 millions was refused. But the 
great bulk of this is attributable to 
overseas concerns; it is understood 
that applications of three companies 
were involved. Otherwise few con- 
clusions can be drawn from the 
frequency of CIC consent. The real 
measure of the severity of the CIC 
barrier, of course, lies only in the 
applications never submitted. But 
it will be interesting to see whether 
the Chancellor’s latest tightening— 
which specifically discourages large 
issues—shows up in due course. 


APPLICATIONS TO CAPITAL ISSUES COMMITTEE 


Number of Applications 


Amounts Involved 








Wholly Partly Wholly} Total 
Total Allowed Allowed Refused| Applica- Allowed Refused 
tions 
Total all issues: 
1954 ’ 2,184 2,119 60 1,104.0 1,087.8 16.2 
1955 2,072 1,998 14 60 1,088.9 1,056.2 32.7 
1956 4,342 3,736 84 522 1,054.5 964.7 89.8 
1956: 
ist quarter .. 706 639 5 62 250.3 230.5 19.8 
2nd quarter. . 1,708 1,422 50 236 308 .0 260.9 47.0 
3rd quarter .. 965 821 21 123 194.4 177.7 16.6 
4th quarter .. 963 854 8 101 302.3 295.5 6.7 
1957: 
1st quarter .. 1,081 921 15 145 498.5 479.2 19.3 
2nd quarter... 1,084 $91 14 179 495.7 273.7 - 234.9 
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First Steps 


N its first few weeks, as was to be expected, Britain’s monetary shock 

treatment has been assailed from many sides—though least of all, per- 

haps, by truly popular opinion. Confident essays into monetary theory 

have purported to show that the money supply is not after all the crux 
of inflation, indeed that Britain is not suffering from monetary inflation at 
all. ‘The authorities have been told they are fighting the last war. Their 
actions, it is said, intensify the stresses in the world economy and threaten 
serious and needless depression in Britain. 

To all these objections the riposte is the same as on the morrow of 
the moves. What other action could have met the immediate strains on 
the exchange, when those strains were rooted in distrust, at home and 
abroad, of the future purchasing power of sterling? ‘The restrictionist 
twist may very well have been taken at an unfortunate phase in the world 
economic conjuncture. ‘That is a penalty of inadequate action in the past, 
when world conditions were highly favourable. If deflationary winds from 
overseas are now seen on the horizon, it is surely the more urgent for Britain 
—in its own interests and those of its trading partners which have a stake. 
in its economic stability—to eliminate the handicap of its inflationary froth; \ 
and whatever the arguments about the balance of real resources, no one, | 
surely, will question the existence hitherto of an inflationary climate. The / 
persistence of that climate, resulting from the authorities’ indecisive grip of — 
the monetary weapons, seriously compromised the efficacy of monetary 
policy as a whole. ‘Thus, to take one example, because monetary restriction 
was not pushed far enough to influence seriously business expectations, its 
effect on prices was offset by an especially steep increase in money 
turnover. 

In their measures of September 19, the authorities seemed to be making 
a bid to give the monetary weapon a fair trial. Certainly, once success is 
achieved, care must be taken to ensure that restrictionist policy is not 
pushed too far. From a position of domestic strength it may be possible, 
in conjunction with other countries, to try to counter any strong deflationary 
forces from across the Atlantic. But the time for that is not yet, on any 
count. The bad break on Wall Street last month—reported on page 744 

-evoked some wild comparisons with 1929. It should hardly be necessary 
to stress that the technical stock market factors, the institutional factors, the 
psychological factors, and the political factors to-day are wholly different, and 
are all shaped against the likelihood of a severe and sustained slump. In 
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1929, slumps were seen as more or less Acts of God : counter cyclical policy 
was regarded as an offence against sound finance, and any moves in this 
direction were apt to be offset by a weakening of business confidence. 

One of the main reasons for present fears of a minor American recession 
has been the evident willingness of the Federal monetary authorities to risk 
one, in the process of exorcizing the current malaise, price inflation: that 
willingness surely evinces confidence in ability to halt a downward spiral. 
Moreover, Mr Khrushchev’s rocket into space, and more conventional volley 
in the Middle East, reinforcing earlier uncertainties in international politics, 
could obviously still change America’s immediate economic prospect. The 
moral of all this for Britain is to make its adjustment and regain economic 
viability quickly while the breathing space lasts. 

The first response to Britain’s new monetary policy—it is no less than 
that—has been generally encouraging. In their primary objective, the 
defence of sterling, the authorities have achieved an undisputed success. 
The run on sterling was halted almost immediately; and in the first half 
of October speculative funds began to return. Despite the fact that the 
Exchange Account checked part of the recovery in rates by recouping some 
of its lost gold and dollars, the rate movements went further in these first 
weeks than at any time after the recovery from the Suez speculation. In 
the second week of October sterling passed its mid-point parity against 
both the dollar (reaching $2.80%) and against the D-mark—this for the 
first time since mid-1955. ‘Transferable sterling moved above $2.78, the 
support point of officially convertible sterling. Mr Khrushchev’s fulmina- 
tions in support of Syria against Turkey caused a setback, but the under- 
lying confidence imparted by Britain’s domestic measures was seen in sterling’s 
quick recovery once the immediate tension had eased, and then in its 
resistance to the uncertainties emanating from Wall Street. 

The new-found strength of sterling has been matched by indications in 
Britain’s domestic economy that there, too, the authorities’ determination to 
exorcize inflation is being taken seriously. In the equity markets the shock 
has been quite exceptionally violent; apart from a temporary rally in late 
September prices have fallen almost continuously. By mid-October, further 
depressed by the Middle East threat ‘and the slide on Wall Street, the 
Financial Times index of ordinary industrial shares had fallen to 166.5, 
only five points above its nadir at the worst point of the Suez crisis, and 
marking a loss of 13 per cent in the one month following the Bank rate 
increase and of 20 per cent from the July peak. Moved by the same con- 
siderations, and following sterling, the gilt-edged market continued to 
stand firm, though here, too, the Middle East fears took a temporary toll. 

The monetary authorities have treated this nascent recovery in gilt- 
edged with some care, but have scrupulously avoided any signs of en- 
couraging the market up. In the money market they have discouraged any 
easing of rates, and the Treasury bill rate has remained at the high level 
of £6 12s per cent. This has had particularly important effects on the 
mortgage market, where rates for short money range up to 7} per cent and 
even long-dated mortgages carry 7 per cent. At these rates a number. of 
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local authorities have already declared their intention of postponing scheduled 
capital projects. As is more fully set out in a note on page 693, the Chan- 
cellor made clear late in October that the brunt of the burden imposed by 
the limitation of total public investment expenditures would be borne by 
council housing, new power stations, the railways and the Post Office. 

In private industry, the steep increase in the cost of raising new capital 
is also inducing rigorous scrutiny of expenditures; but the effect on many 
business decisions is bound to remain uncertain while the wages issue is in 
doubt. This more than any other domestic influence will govern expec- 
tations about the future of the general economic climate. The first 
major test seems likely to be the claim of the railwaymen and the London 
busmen, which may come to a head around the end of the year. 

So far the Government is continuing to promise a brave front. The 
Chancellor in his speech at the Bankers’ Dinner at the Mansion House 
early in October repeated his warning that attempts to secure wage increases 
unbacked by higher production would result only in * reduction in activity 
and the employment of fewer men ”’; and he repeated his assurance that if 
the economy were overloaded, the strain would not be taken by sterling. 
The choice, he declared in confirmation of the contention of critics for many 
years past, “‘ is not really between the strength of the pound sterling and full 
employment for in the long run the first is a prerequisite of the second ”’. 

Some prominent commentators have found reason for uncertainty about 
the Government’s resolution on this point in pronouncements by ministers 
—especially by the Minister of Labour—at the Conservative party con- 
ference at Brighton. The fears seem premature. Mr Macleod was con- 
cerned primarily to rebut the charge that the Government’s policy is 
directed at the trade union movement as such—an impression that, obvi- 
ously, would gravely prejudice the execution of a firm policy. ‘The minister 
in no way recanted earlier remarks in which he had recognized that “ no one 
welcomes strikes but we must not be afraid of them ’’, and that “ it is no 
part of my job to seek peace at any price”. ‘The emphasis on the primacy 
of monetary stability that forms the core of the new official doctrine marks 
a departure of the utmost significance from the mere expositions of the 
virtues of monetary stability deemed adequate in the past. Ministers are 
surely right to try now to get the logic of their firmness across to the public; 
for a sympathetic climate of public opinion will obviously smooth the 
necessary adjustment of inflationary habits. Mr. Thorneycroft in the 
economic debate gave reassuring promise that the Government is retaining 
its leadership and nerve. 

The measure and urgency of the task that the authorities have set them- 
selves was poignantly expressed by the Governor of the Bank in his speech 
at the Mansion House, when he described the consideration prompting the 
dramatic Bank rate move as, together with the immediate protection of 
sterling, the prospects of “‘ decisive results ” in halting the rise in costs and 
prices. ‘This said, no exception could be taken to his plea for acceptance 
of Bank rate as a flexible instrument, movements in both directions being 
based on “‘ the requirements of the moment ”’, and that ‘‘ minor reductions 
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The Governor on 7 per cent 
Extracts from Mr Cobbold’s speech at the Mansion House on October 8 


started to use Bank rate again. 

Increases have mostly been made 
against a background of mounting 
demand, when we have judged that 
higher interest rates could help to re- 
strain that demand, but when we have 
seen no reasonable prospect that a more 
drastic increase could be decisive in 
halting the rise in costs and prices. 
Occasionally there comes a time when 
more positive use of Bank rate is 
necessary, when we have to go into 
battle to protect sterling. Occasionally, 
too, there are times when the general 
climate, and parallel action taken by 
Government in other fields, suggest that 
a sharp increase in interest rates may 
have decisive effects in the domestic 
economy. ‘These two considerations, 
the immediate protection of sterling and 
a prospect of decisive results, were both 
present when Bank rate was raised to 
7 per cent three weeks ago... 

So much for upward movements of 
Bank rate. From time to time over the 
period we have made small reductions, 
partly on the general merits of the case, 
partly to keep Bank rate in touch with 
market rates, and partly to maintain our 
freedom of future manoeuvre. These 
downward movements have been criti- 
cized as showing a “ green light ”’ too 
early. I make no prediction about the 
nature or timing of future moves, but 
there is one point which I want to stress. 
Unless we can all accustom ourselves to 
adjustments of Bank rate to the require- 
ments of the moment, without heralding 
minor reductions from crisis levels as a 
signal for new excesses of spending, 
Bank rate will gradually lose its utility. 
If the authorities come to feel that they 
will be inhibited from moving the rate 
downwards at the proper time, they will 
gradually feel less free to use it with 
vigour, and for as long as may be 
required, at the decisive moments .. . 

The Chancellor has now stated the 
Government’s firm intention to keep the 
total money supply under control. The 
bankers have given assurances that over 


|: is now about six years since we 


the next 12 months they will intensify 
their efforts and do their best to prevent 
any additions arising from bank ad- 
vances. The Government have an- 
nounced that the public investment 
programme will be held down to this 
year’s level—there will thus be no in- 
crease in capital public expenditure. To 
complete the theme of holding the 
money supply stable, it remains for the 
Government to ensure that current pub- 
lic expenditure is also kept under con- 
trol, and that revenue plus sales to the 
public of Government securities cover 
all Government outgoings. Indeed, in 
the judgment of many of those for whom 
I am responding tonight, sterling will 
need to be buttressed in present circum- 
stances, not only by an increasing surplus 
on balance of payments account, but 
also by an overall surplus on budget 
account... 

A successful monetary and budget 
policy will mean less of a scramble for 
the available resources, less pressure for 
increased costs and prices—and it will 
in the end mean more and not less 
production. 

With this objective in view, the larger 
industrial companies might be well 
advised to look at their programmes 
again. In company with the public 
bodies, they have until recently been 
little affected by interest rates or by 
shortage of money. But borrowing will 
be difficult and expensive in the next 
period ; even companies which still have 
large liquid resources may find it pru- 
dent in their own interest, as well as 
helpful to the country’s, to rephase and 
extend their investment plans over a 
longer period. 

My Lord Mayor, I hear and read 
much learned discussion about whether 
we are in a “ cost-push ” or “‘ demand- 
pull” inflation. I suspect myself that 
they are parts of the same animal and I 
am reminded of a fascinating creature 
in one of the nursery books called the 
** push-me-pull-you ”’. If we can shoot 
one end of that animal, the other end 
will not long survive. 
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from crisis levels’’ should not be taken as a signal for new excesses of 
spending. Mr Cobbold affirmed that he implied no prediction about the 
nature or timing of future moves. But as a justification of the Bank’s 
4 per cent reduction in February, this reasoning fails to carry conviction— 
since, on the diagnosis of inflationary forces in Britain’s economy implicit 
in the authorities’ recent coup, the “‘ requirements of the moment ”’ have 
all along pointed in a different direction. 

The authorities now seem to have learned their lesson. The base of 
economic control, it is officially acknowledged, is control over the money 
supply. ‘That demands, in conjunction with control over public expendi- 
ture, firm official tactics in the market. ‘The Governor laid much stress 
on the Chancellor’s contribution, going so far as to say that in the judgment 
of many sterling will now need to be buttressed not only by an increasing 
surplus in external payments, but also by an overall surplus in the budget. 

At the same time, the tactical authorities for their part appear to have 
been quick to take advantage of the restoration of some faith in gilt-edged, 
and have resumed net funding sales. Admittedly, in apparent contrast, 
they decided to make no new issue for conversion or cash to meet the £503 
millions of 2} per cent Serial Funding stock maturing this month. But 
following the procedure earlier this year, when the £401 millions of June 
maturities were matched only by a cash issue of £100 millions, the 
authorities publicly announced that the departments had acquired all but 
a small portion (stated to be £100 millions, but expected to be further 
reduced by the maturity date). 

In a speech to the Ipswich centre of the Institute of Bankers, the 
Governor gave a welcome (and all too rare) elucidation of strategy : 


The “ authorities ’’ have a twofold objective. We try to avoid any increase 
in the floating debt, and indeed to reduce it. We also try to avoid adding 
to the heavy maturities over the next few years which represent, so to speak, 
the floating debt at one remove. ‘The aim, therefore, has been to sell longer- 
term securities either against the purchase of this year’s maturities or against 
Treasury bills. 
The Governor admitted that in the repayment of the £900 millions of 
maturing securities this year the sales of securities had not quite kept pace, 
involving some increase, “I hope temporary ’’, in floating debt. In fact 
the increase has been fairly modest, the rise of £240 millions in the supply 
of tender ‘Treasury bills in the first half of the financial year being notably 
smaller than that of last year, and to an extent that cannot be wholly 
accounted for by the smaller size of the Exchequer’s seasonal deficit. 

But this achievement must owe much to the impact of the large gold 
losses, involving the accrual of sterling to the Exchequer. ‘This particular 
relief, fortunately, has now come to an end; and the authorities must be 
hoping that it will be strongly reversed. Especially in view of the present 
comfortable liquidity of the banks (discussed on page 696) this ought to 
encourage the authorities to prepare to wage their funding policy with full 
vigour. They must no longer complicate the monetary task by giving 
the impression of half-heartedness in its execution. 


705 








France and Free Trade 


ROBLEMS of exchange and payments were kept studiously away 

from the official agenda of the long-awaited Paris meeting of the 

OEEC Ministerial Council in the middle of last month. .Thanks to 

Britain’s decisive action in its domestic policy, the tension in Euro- 
pean exchange markets has abated. Speculative positions in the pound and 
the guilder are being covered. No one now cares to risk arousing a new 
bout of speculative fever. ‘The restoration of confidence in sterling, of 
course, is a contribution of the first magnitude to general exchange stability; 
and by stimulating the reflux of some of the vast speculative funds drawn 
into Germany, it may for a time help to offset part of the drag on European 
payments resulting from Germany’s large current surplus. But the Euro- 
pean counter-point of the German unbalance, the continuing French deficit, 
becomes ever more pressing, as French reserves run down and as the time 
draws near for the inauguration of the free trade schemes. 

Excellent progress was reported from Paris on free trade. Behind the 
scenes much thought is being given in high circles to the means of securing 
the essential base of such schemes, reasonable balance in the economies of 
the partner countries. Specifically, the immediate future of intra-European 
payments is known to have been under continuous discussion within the 
Managing Board of the European Payments Union. The EPU itself is at 
present congested with accumulated debits and credits. Germany’s 
claim on the Union has now reached $1,013 millions, while France, 
owing $385 millions, has exhausted its quota and special rallonges and is 
settling its deficits wholly in gold. Before the next extension of EPU is 
due on June 30, 1958, the common market, and perhaps the free trade area 
too, will be in existence. Fewer voices are now calling for a transition to 
the European Monetary Agreement, the blueprint kept in store for a régime 
of convertible currencies, but the necessary injections of new credit in 
European payments may not be forthcoming without a considerable overhaul 
of the EPU mechanism. At the least, Germany and other potential new 
lenders are likely to call for a measure of spring cleaning involving the 
funding of a large part of existing debits and credits in the Union. 

The meeting of the OEEC Ministerial Council was exceptionally successful 
in the specific task that lay before it, namely, the setting up of negotiating 
machinery to secure the establishment of a European free trade area. The 
ministers met in Paris under a cloud of serious apprehension. Before the 
meeting took place there were strong indications of hostility to the formulation 
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of any free trade area convention except on terms analogous to those of 
the common market itself. In the main this rigid and even hostile attitude 
came from France; and ironically, it was probably fortunate for the outcome 
of the OEEC meeting that it took place at a time when no properly mandated 
French Government was in charge and when France’s voice was decidedly 
muted. Had it been heard it would undoubtedly have echoed the tradi- 
tional protectionism of France. 

This pressure must, however, be expected in the negotiations ahead. 
French influence has succeeded in infecting the rules of the common market, 
and it will do its best to colour the projected free trade area. ‘There is a 
real contrast and conflict in the appeal of the European trade plans. Britain, 
Germany and the Benelux countries are attracted by the prospect of a freer 
flow of trade; France seeks essentially solidarity and protection under a 
common European umbrella. 

It is highly pertinent to the current negotiations on the free trade area 
to recall how it came about that the European Economic Community and 
the common market established by the Treaty of Rome should have become 
a potential focus of restrictionist influence. French protectionism has 
been able to exert such strong influence mainly because in Germany, where 
thanks to the brilliant success of the Erhard formula the main counter- 
philosophy is to-day to be found, Dr Adenauer has been prepared to sub- 
ordinate economic considerations to the political objective of uniting Western 
Europe. ‘Time and again during the long discussions in Brussels that laid 
the basis for the Rome Treaty, the objections of German experts to French 
proposals, such as those for special permission to maintain equalizing tariffs, 
or for harmonizing social security charges, or for inclusion on one-way 
terms of overseas territories, were subsequently swept aside by Dr Adenauer 
as petty considerations against the possibility of collapse of the plans for 
creating a European economic and later a European political community. 

Italy was usually found on the side of France; much of the Italian interest 
in the European plans has been focused on the hope of securing capital 
assistance from the European Investment Bank which is to be established to 
serve the common market countries. —The Benelux powers are staunch advo- 
cates—and in their own group practitioners—of a low tariff club; but they, too, 
were predisposed to give in to France, for essentially political reasons. The 
two main architects of the common market were Dr Beyen of the Nether- 
lands and M. Spaak of Belgium, and both see the arrangement as a step 
towards a fully United Europe, in which France is an essential balance 
against Germany. Hence they were prepared to pay the price of higher 
common tariffs, more escape clauses and closer protection of agriculture by 
member countries than they themselves desired. And for the same broad 
political reasons, now that the common market treaty is signed its liberally- 
minded members are loth to break the new-found unity by siding up 
against France on issues on which, from a purely economic standpoint, 
they would be inclined to sympathize with “ outsiders ”’ such as Britain. 

France’s protectionist leanings are thus exerting an especially weighty 
influence in the negotiations for the wider European free market. What 
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lies behind the French attitude, and how can it be softened ? To some 
extent, protection is ingrained in the economic history and present economic 
structure of France. But its power and virulence to-day are plainly attri- 
butable to an important degree to the chronic unbalance in France’s external 
payments, which has long necessitated special supports to French industry 
and agriculture and this year has run down reserves to rock bottom and led 
to the reimposition of strict import licensing. The August devaluation, 
which effectively was by considerably less than 20 per cent since it was 
accompanied by abandonment of former import taxes and export subsidies, 
has plainly been inadequate: the reflux of speculative funds has already been 
strongly reversed. In spite of the initial attempt to freeze prices, the cost 
of living has crept up, as was to be expected in a country as devaluation- 
conscious as France has become. ‘The extension last month of the devalu- 
ation to imports of essential raw materials will in itself lead to further 
increases in industrial costs and prices. 

The measures of internal retrenchment proposed by M. Gaillard, by no 
standards severe, proved unacceptable. No section of the population has 
shown itself prepared to make the necessary sacrifice in its claims. Following 
the violent opposition of the farmers to proposed ceilings on prices and 
reductions of certain subsidies, industrial workers last month, in the midst 
of the government crisis, staged national protest strikes for higher pay to 
meet the increased cost of living. The requisite economic discipline— 
and the political stability of France—are repeatedly undermined by the 
refusal of the Assembly to support unpopular measures, or to countenance 
the modification of the policies responsible for the strain. The most 
flagrant example to-day is policy in Algeria; the study by Mr J. Saxe (whose 
concluding article appears on page 728) has brought out the full measure of 
the economic burden for which France must pay in one form or another. 

It is on the grasping of domestic nettles such as these that the success 
of the free trade plans will ultimately depend. Quite especially in a partial 
economic union such as is at present envisaged even in the more far-reaching 
common market, the strength of the whole may be that of the weakest link. 
Recognition of this has made France’s partners more willing than usual to 
come to its aid. In certain matters, such as action by Germany to curb 
its chronic tendency to payments surplus, France may reasonably ask that 
more should be done. But the prerequisite that is bound to be demanded 
is a show of resolution by France itself. 

Beside the problem of achieving a reasonable stability within and between 
the European economies, the technical obstacles in the present negotiations 
for a free trade area appear readily surmountable, despite the fundamental 
difference in emphasis and scope between the two plans. The common 
market envisages, besides a full customs union, freedom of movement of 
workers and joint capital resources for certain schemes. The free trade area 
on the other hand is regarded by the United Kingdom Government, and by 
most of its other “ outer’ members including the Scandinavian countries 
(who plan closer integration in their own Nordic common market), as little 
more than a special step in reducing tariffs and quotas. 
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The main hurdle to be cleared in the coming negotiations may stem from 
the fact that the countries outside the common market six will be free to 
negotiate their own tariffs with third parties. If this freedom leads to 
substantial differentials in tariffs on goods coming from outside the free 
trade system, some highly complex technical difficulties are likely to arise. 
They have already been envisaged in such specific hypothetical terms as the 
import free of duty into Britain of grey cloth from India and Hong Kong 
which, after being finished and made up in Britain, may be re-exported, 
free of duty, to the common market countries. Manufacturers in these 
countries would then have cause for complaint since on imports of this cloth 
they would be paying tariffs of up to 15 per cent. On this kind of argument, 
some of the common market countries, and France in particular, will demand 
of the free trade area countries either broad conformity in their external 
tariffs with those of the common market, or procedures on definitions of 
content and certificates of origin so severe that the tariff reductions would 
be deprived of much of their value. An example of such conformity was 
seen in Britain’s decision last month to reduce its tariffs on steel from an 
average of 20 to 10 per cent, the level of the Coal-Steel Community (com- 
prising the common market Six). But as Britain’s high nominal tariffs on 
steel have been suspended for many years the concession has little 
immediate effect. 

Such difficulties are likely to be more troublesome than those emanating 
from treatment of agriculture. Britain’s original rigid standpoint, complete 
exclusion of food, drink and tobacco from the arrangements, has already 
been softened. At the very outset of the OKEC meeting in Paris, Mr 
Reginald Maudling, speaking for the UK Government, said that it would 
be prepared to discuss the co-ordination of agricultural policies with its 
colleagues. The Danish Foreign Minister seized on this as a_ highly 
encouraging token of more favours to come. Britain has as yet given 
nothing away in this context—for the good reason that so far nothing is 
really known of the detailed working of the common market countries’ 
‘controlled market’ in agricultural produce. What is beyond doubt is 
that this controlled market will be far removed from free trade. It is this 
aspect of the common market, together with preferential treatment for 
overseas territories, that is incurring special criticism in the current 
session of GATT. 

The negotiating committees considering the main technical problems have 
already been set up in Paris under the chairmanship of Mr Maudling; the vast 
and intricate task of evolving a Free ‘Trade Area Convention is now in hand. 
It has been decided to open the proposed free trade system in Europe to 
all seventeen members of QEEC; and if the Nordic union materializes, 
‘inland might be in by the back door. It is also the intention that the 
convention be completed rapidly enough to allow it to fall into step with 
the common market timetable, calling for the reduction of tariffs and quotas 
by January 1, 1959. Whether this will be of the significance that is intended, 
or frustrated by special defensive barriers thrown up by economic weakness, 
will depend on broader decisions than can be taken by the Paris committees. 
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Answer to the Sceptics 


‘HE 7 per cent Bank rate has certainly scored an initial success. It has 
halted, and in a measure reversed, the outflow of gold from the 
reserves. That is certainly something to be thankful for, inasmuch 
as the loss of £209 millions incurred in the two months August and 
September (allowing for the lag in EPU settlements) represented one- 
quarter of the total of the reserve at the beginning of the period and very 
nearly one-third of the total, less the £200 millions of the IMF credit. 

It is rather remarkable that this nineteenth-century classical effect of 
a higher Bank rate on the exchanges should have been so marked in the greatly 
changed circumstances of to-day. It certainly exposes the hollowness of the 
argument so wearisomely reiterated by the cheap-money-at-any-price school 
that raising the Bank rate would do more harm than good since it would 
frighten “‘ the foreigner ’’ into thinking we were in some sort of crisis. 

Well, the event has proved that the incantational effect of a 7 per cent 
Bank rate is as high as ever. It has stopped the rot—and so far that is about all 
that it has had time to do. One thing it has certainly not stopped is con- 
troversy. It has given a new lease of life to that. From the political and in- 
tellectual Left we have the contention that the foreign exchange crisis has 
little or nothing to do with our domestic economics. It has been caused by 
the greed or stupidity of the foreign banker, and particularly by the un- 
neighbourliness of the Germans, who have disgracefully exploited their 
penchant for hard work and the resulting creditor position. Mr Gaitskell 
has argued that the Germans “ must be told”’ to behave better, that the 
IMF and any other international organization with money to lend must let 
us have more credit. 

Mr F. A. Burchardt, of Oxford, writing to the Economist, afirms that 
‘‘ there is no evidence that actual cost inflation which Germany, the US and 
the UK have experienced in different degrees has had anything to do with the 
foreign exchange crisis’. This, he says, is “ not the result of an unbalance 
in the current account but a capital account crisis ”’ started off by withdrawals 
of sterling balances by our friends and aggravated by speculation about 
changes of the parities of the franc, the mark and the pound. 
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This kind of line, it seems to me, might be plausible if this recent flight 
from sterling had been the only one we had experienced since the war. 
Notoriously it is only the latest of a considerable series. Are they all due to 
the ignorance of foreign speculators? Has the fact that our cost-inflation, 
the rise in our wage rates and our cost of living has been greater than that of 
Germany or America or any other Western country nothing to do with it? 
Is the fact that, even though we have, with one or two lapses, maintained a 
surplus on current balance of payments, we have been seeing our proportion 
of world export trade steadily decline, entirely irrelevant? 

And this “ surplus on current balance of payments ”’ boast—is it not time 
that we came down to brass tacks about that? Current payments account is in 
our case an irrelevant abstraction. In recent years we have on the average 
lent on long-term to overseas, mainly Commonwealth countries, £200 
millions a year. 


Five Booms at Once 


We have been indulging in this overseas investment boom whilst simul- 
taneously running four domestic booms, viz (1) a housing boom, (2) a defence 
boom, (3) an industrial investment boom, and (4) a consumption boom. (If 
those don’t add up to demand inflation, incidentally, what does?) Is it any 
wonder that we have been landing ourselves repeatedly in exchange and 
reserve trouble? And what nonsense in the face of these facts to pretend 
that the latest recurrence of the trouble is entirely divorced from what has 
been happening in the private and public sectors of the domestic economy! 

It now begins to look as though the 7 per cent Bank rate and the attendant 
restrictions on private credit and public spending will successfully bring the 
various investment booms under control. Indeed, in contradiction to the 
malcontents of the Left, who disbelieve in the new monetary medicine because 
they think that the complaint is being wrongly diagnosed by the Government, 
there are, I note, also malcontents on the Right who condemn the medicine 
because, as they allege, the disease is already well on the way to cure. 

I think we want some more evidence of that than we have yet got, but 
even if so, one crucial question remains. Will the new medicine cure the 
consumption boom? In other words, will it stop the new round of wage 
claims: 

In that connection let me make the point that, so far as I know, no person 
of authority, whether politician or economist, claims either (1) that wage 
rates can undergo a further general advance without great danger to the 
stability of the currency or (2) that the rise in wage costs cannot be checked 
by a policy of monetary restriction. 

The normal practice of Labour spokesmen is to sidestep the first issue 
altogether and in regard to the second to insist that only at the price of 
widespread unemployment can the desired result be achieved. They con- 
sistently refuse to face up to the issue. That may be good party politics, but 
it is likely to be very costly politics from the national point of view. The 
Labour leaders know very well that inflation cannot be stopped without some 
increase in unemployment. ‘The very direct controls they advocate—on 
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imports, on building and on the use of materials—are bound to cause it. The 
cuts in the defence programme which they call for must cause it. ‘They have 
never advanced any substantial argument to show that what they term the 
‘* indiscriminate ’’ monetary control must produce any more unemployment 
than would be produced by their medley of direct controls plus—for now 
in contrast to ten years ago they do not entirely repudiate the monetary 
weapon—the undefined measure of monetary control which they are willing 
to use. 

In the coming months a very great deal will depend on the steadfastness 
with which the Government pursues the policy to which it has been so 
belatedly converted. But a great deal, too, will depend on the Opposition. 


The Showdown—Labour’s Responsibility 

It would seem that we are now rapidly approaching that “ showdown ”’ 
with the great trade unions which J, at any rate, have for years thought to be 
inevitable. At times in the past the clash has appeared imminent, but 
hitherto it has always been averted by a surrender by the Government. 
But now the Government cannot yield—-not unless it is willing to commit the 
most flagrant act of political cowardice and court the biggest electoral defeat 
in history. 

Unless a miracle happens, the conflict is upon us—with the first round 
to begin presumably somewhere about Christmas, when the new railway 
demands have passed through the various stages of treatment. But there are 
showdowns and showdowns. ‘The conflict can be either bitter and long 
drawn-out or it can be short and almost perfunctory. I think that the influence 
which the Labour parliamentary leaders think fit to bring to bear on the 
trade unions may go a long way towards determining which. 

I am not altogether unhopeful. ‘There is a lot of basic common sense in 
the British people and it is, after all, common sense that you can’t go on for 
ever expecting to get more money for the same amount of work. There must 
be a catch in it somewhere. It looks as if circumstances were contriving to 
make the catch a good deal clearer than it has been hitherto. We have 
American business wavering, world cqammodity prices sagging, industrial 
profits beginning to contract. ‘The atmosphere in which the new wage 
demands will be presented has changed from a year ago. Public opinion will 
be less favourable to the granting of them. That is partly due, as I suggest, 
to extraneous circumstances. It is partly due to the Government. The 7 per 
cent Bank rate may be “ unnecessary ”’; it may be closing the stable door 
after the horse has gone. I do not admit it. I notice that the same quarters 
which take this line are inclined to argue also that all credit restriction is 
useless since it merely leads to a compensating increase in the velocity of 
circulation of money. This is the logic of despair. It is an argument which 
may have some validity where credit restriction is attempted without raising 
the rate of interest, but, apart from that, just does not stand the test of 
experience. 

But assuming for the sake of argument that the 7 per cent Bank rate 1s a 
mere symbol, it is, at any rate, a symbol of something we have not seen in this 
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generation before, an act of will on the part of the Administration, a resolution 
to pertorm the historic réle of Government in providing the country with a 
sound currency. This may sound an antiquated notion to those whose 
experience is confined to the deflation of the thirties and the uncontrolled 
inflation of the ’forties and ’fifties. I hope and believe that it will be decisive 
and that the trade unions will not press resistance to the point of over- 
riding the authority of the State—to the point that is of revolution. 


After the Breathing Space 


But supposing that the industrial ‘‘ showdown ”’ passes off successfully, 
that the rise of incomes is halted at no undue cost in loss of production and 
social dislocation, what then? Then we get a breathing space and may be 
able to lower the Bank rate a notch or two. But it is still no more than a 
breathing space. We shall have to think then of the more permanent measures 
needed to remedy the notorious weakness which our economic structure has 
revealed in the past ten years. In the first place we shall have to think of more 
permanent measures to check the erosion of our reserves, to repay the special 
dollar credits and stop the recurring financial crises from which we have 
suffered. 

It has been estimated that we shall need a current balance of payments 
surplus of at least £500 millions a year to do these things. On the evidence, 
that is beyond our powers. Exclusive of dollar aid, our current balance in 
the past five years has averaged only £90 millions. At home we should be able 
to cut down expenditure on defence and housing (taking into account the 
long-term effects of the Rent Act) to some extent. But we shall also have 
to cut down, I would say by half, our long-term overseas investment over 
the next few years. ‘This will cause disappointment and discontent in 
Commonwealth countries, but it seems to me that priority must be assigned 
(a) to the reinforcement of our exchange reserves, and (b) to investment in 
our domestic industry and power and transport systems. This will put us in a 
better position later to resume and increase our overseas lending. 

But at home what are the next steps, assuming the first-aid treatment to 
have been successful? Obviously there is a tremendous lot to be done in the 
sphere of industrial relations, in the matter of wage negotiating machinery, 
demarcation, restrictive practices and so on. These are problems which are 
by their nature not capable of rapid solution. They are also rather outside 
my province, but I mention them here in order to express the strong hope 
that industry will not be content, as in recent years it has been, to shelve 
them as too hot to handle. In conditions of over-full employment and 
spiralling costs and prices they have no doubt been next to insoluble. If 
inflation and the spiral can be but halted for a while, they should be less so, 
It is to be hoped that the energy and initiative will be forthcoming on both 
sides of industry to tackle them anew. 

Then we have, of course, the hardly less formidable array of financial 
problems, monetary and fiscal. In conditions of inflation many of these, too, 
have had to wait for the considered and systematic examination and treatment 
that they need. ‘There is the question of the floating debt and its funding, 
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which has become even more difficult through neglect when interest rates were 
low. Now with interest rates high the solution of this problem has become 
much more expensive, but no less urgent. One can only hope that the 
Radcliffe Committee will have fruitful ideas about it. Meanwhile, one can 
only shrug one’s shoulders at the decision of the authorities to make no con- 
version issue in replacement of the £500 millions of Serial Funding Stock 
maturing this month and hope that their gamble on more favourable 
conditions arriving within a few months will come off. 

Then there is the budget. Quite obviously, next spring will be no time 
for concessions designed to stimulate consumption. The budget must be kept 
rigorously balanced. On that point the Chancellor has received advice from 
the Governor of the Bank, who has told him that nothing less than over- 
all balance, i.e. the covering of all public sector expenditure shouldered by 
the Exchequer out of current revenue, will do. 

Even so, there is much need and much scope for constructive amendment 
of the tax system even at no sacrifice of revenue. Some months ago, in this 
commentary of February, I urged that priority should be given to three fiscal 
reforms, namely, (a) extension of the earned income relief so as to foster 
incentive, (b) amalgamation of the two types of profits tax into a single tax 
and (c) abolition of purchase tax and its replacement by a general sales tax. 

Mr Thorneycroft, then newly arrived at the Exchequer, made a start with 
(a) by raising the maximum income benefiting from the two-ninths earned 
income relief from £2,025 to £4,005 It is to be hoped that next April he 
will have been long enough in office to tackle the other two reforms. 

Both profits tax and purchase tax are hopelessly arbitrary and unfair in 
incidence. ‘There can be no justification for a profits tax which hits com- 
panies with equal capital and equal profits differently according to the 
accident of how their capitals are divided between loan stocks, preference 
stocks and ordinary stocks. There can be no justification for levying a high 
rate of purchase tax on productive, instrumental goods like washing machines 
or cleaners just because they are used by private persons and not businesses. 

The time for dealing with fiscal abuses like these is long overdue. Let 
Mr Thorneycroft see to it that there is no further delay. 
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New Choices tor 


Investors 
By JOHN MARVIN 


HEN Bank rate moves it pushes the whole structure of 

interest rates along, but that structure does not move up 

or down in one piece. Normally, short-term money rates 

come into line first and almost automatically. The Treasury 
bill rate and the yield on short-dated bonds in the range in which the dis- 
count houses invest have to move at once because those are securities that 
are normally financed by borrowing from the clearing banks and, for mar- 
ginal amounts, from the Bank of England at Bank rate. A little less quickly, 
yields on slightly longer stocks, in which the joint stock banks invest, drop 
into line. Yields on other stocks move less, and more gradually, and the 
speed with which they do so depends on circumstances, some of which are 
fortuitous. 

Medium-dated, long-dated and irredeemable gilt-edged stocks move 
faster and further if the change in Bank rate took the market by surprise 
than if the move had been foreseen and discounted. ‘The jump to 7 per 
cent took the market by surprise and jobbers were not anything like as 
short of stock as they wish to be on such an occasion. Had they been 
better prepared, the cry of “leak’’ would not have been raised. ‘This 
recent rise in Bank rate also came at a moment when the potential supply 
of borrowers in the gilt-edged market was unusually large and had been 
artificially built up. ‘There was a long string of new issues planned and 
waiting for permission to come forward. ‘They comprised intended bor- 
rowings by local authorities and by dominions and colonies that had been 
kept waiting for a propitious market. 

Those borrowers are still waiting. No doubt high interest rates and 
long delay will check the enthusiasm of some of them, but many of the 
intended issues represent the financing of capital schemes that have gone 
too far for any drawing back. A second automatic drag is that it is inherent 
in the present state of monetary policy that the Government broker should 
feed stock to the market whenever the market appears able to take it, and 
that he should be constantly seeking to promote switches, persuading the 
public to buy longer-dated stocks and to sell the nearest maturities to him 
in exchange. Eventually higher interest rates should promote savings and 
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a firm policy should promote confidence in both sterling and gilt-edged, 
but any recovery that occurs quickly in the market is likely to be checked 
by an increase in the supply of stock. 

The charts depict the change that 7 per cent has brought to the gilt- 
edged market. A not unusual pattern of yields existed on September 18, 
the day before the change. Yields were low among the short stocks, perhaps 
even a little too low in relation to a 5 per cent Bank rate. The Treasury 
bill rate, expressed as a rate of interest, yielded just {4 6s per cent, 14s 
per cent below Bank rate. When Bank rate was raised, the prices of gilt- 
edged stock fell sharply and the yields on all of them from the shortest to 
the irredeemables rose, but the movement was far from uniform. At the 
shortest end of the list the movement was greater than the 2 per cent rise 
in Bank rate. Three months’ Treasury bills have jumped by {£2 9s per 


TABLE I 
THE SMALL INVESTOR’S CHOICE 


Current Rate 


Rate Rate Grossed Up at 
September 18 Late October Standard Rate 
{sd ce € {sd 
Savings Certificate, 10th issue (held for 
seven years) . 4 4 0* 4 4 O0* 7 5 11 
Defence Bond 44 per cent (held for 
ten years) 417 10 417 10 5 5 10 
Post Office Savings Bank (deposit up 
to £600) ; 210 OF 210 OF 47090 
Trustee Savings Bank: 
Ordinary dept (deposit up to £600) 210 OF 210 Of 4 7 O 
Special investment dept (average) .. 310 O 310 O 310 O 
Building society shares} 3 10 OF 3 10 OF 6 1 9 
Deposit in large HP finance company, 
up to , - 610 O 8 10 O 8 10 0O 
Clearing bank deposit account. 3 0 0 5 0 0 5 0 0 
Local authority mortgage (public adver- 
tisement), up to - * 5 10 O 7 O O 7 0 O 
* Tax free. + Free of income tax - subject to surtax. 


t Building Societies Association’s recommended rate. 


cent to the interest equivalent of about £6 15s 4d per cent, and have stayed 
there, the differential below Bank rate having narrowed to 8s per cent. 

At the opposite extreme, the yield on the longest of the dated stocks, 34 
per cent Funding, 1999-2004, has moved little: the gross redemption yield 
has risen since September 18 only from £5 9s 3d per cent to £5 15s 3d per 
cent. No immediate and direct pull from Bank rate is exercised at that end 
of the yield scale. ‘The long-dated stocks are usually held by investors who 
intend to keep them through periods both of dear money and of cheap. 
For the dateless stocks, the move in the flat yield has been smaller still— 
on 23 per cent Consols it has risen by less than } per cent to £5 8s. It is, 
of course, an arithmetical necessity that while the yields of the long and 
dateless stocks have moved much less than the shorts, their prices have 
moved more. 

The effect of a sharp and unexpected move in Bank rate, seen even in a 
month’s retrospect, has thus been not only to exact a higher yield from the 
fixed interest stocks but also to alter significantly the relationships between 
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the short, the medium and the long stocks. The shortest stocks now offer 
the highest yields instead of the lowest, and the whole curve of yields has 
not only been shifted upward but has been pivoted around to longest-dated 
stocks. The yield curve for late 1920—the last period of a 7 per cent 
Bank rate—suggests that the present curve may be typical of periods of 
dear money and sharply deflationary policy. 

So far this discussion has related to gross redemption yields calculated 
by the usual methods. Every stock in the gilt-edged list now stands at a 
discount, and the redemption yield consists of two components: the gross 
interest on the stock and the annual interest equivalent of the capital 
profit expected on redemption. For many types of fund, for example the 
surtax-paying private investor and the building society, a gross redemption 
yield arrived at by that calculation seriously understates the true value of 
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the potential capital profit, which to all except professional dealers in 
securities is free of tax. An alternative calculation grossing up the net 
redemption yield, and thus including the capital element at its true value 
to the tax-paying investor, shows the striking attractions of some of the low- 
coupon short-dated stocks. Exchequer 2 per cent of 1960 and Funding 
21 per cent 1956-61, for example, yield the equivalent, to a taxpayer at the 
standard rate, of over 8 per cent (compared with about 6} per cent just 
before the Bank rate change), while among the longest-dated stocks the 
vield remains below 6} per cent, having risen by less than $ per cent over 
the past month. To the surtax payer the low-coupon, short-dated bonds 
must be still more attractive. 

Plainly, the short-dated end of the gilt-edged list offers most tempting 
opportunities to the investor—tempting unless he is acting on the assump- 
tion that the next move in Bank rate will again be upwards. ‘That in general 
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is not what he assumes. He thinks perhaps in terms of a prolonged period 
of fairly stiff monetary policy and fairly high Bank rates, but supposes that 
the odds are rather in favour of a modest reduction below 7 per cent some 
time next year. It is precisely because he thinks a reduction now more 
likely than an increase that the long stocks offer less yield than the short. 

The rest of the interest rate structure must in the end come into line 
with the gilt-edged pattern. No one can argue that the process is yet com- 
plete. For the investor, an ordinary share contains two elements: the 
current dividend—including the pure interest factor which demands an 
adjustment when gilt-edged yields rise, simply because better terms have 
become available in that alternative field—and what has become known as 
the growth factor, marking the prospect of future dividends and future 
capital values. Since businesses will find profits harder to earn and finance 
harder to raise, the outlook for dividends has become markedly bleaker. 
Holders of ordinary shares must expect smaller profits and must expect 


TABLE II 
LOCAL AUTHORITY BORROWING 


Interest Rates 
Before Sept 19 Current 


Per cent 
Public Works Loan Board 
‘ Not exceeding 5 years 54 53 74 
5-15 years... .4 a : 6 6? 
Over 15 years 53 63 
Market mortgages 
2-5 years oy és Bs - 63 74 
10 years a5 a - és 6} 7} 
20 years icc - 5 ic 6-6} 6; 
Temporary money (7 days) .. - 632-7 
Loans from public advertisement... Up to 6 Up to 7 


those profits to have to bear a large share of the cost of the company’s 
capital plans. Dividends will thus suffer a double blow. So ordinary 
shares have fallen heavily and continuously since the Bank rate increase. 
In terms of the Financial Times index they have dropped 12 per cent. ‘The 
Government securities index has dropped by around 3 per cent. 

Investors’ general approach to the equity market is becoming highly 
circumspect, as in times of deflation it should be. Switching by insurance 
companies and other investors out of gilt-edged into equities, much in 
evidence as a hedge against inflation this summer, has ceased. ‘There was 
a point early in July when the yield on the Economist industrial indicator 
(5.11 per cent) and the yield on 2} per cent Consols (5.06 per cent) were 
almost identical. ‘The day before the Bank rate move the margin was still 
only 0.36 per cent. Since then ordinary shares have continued to fall but 
gilt-edged, after an initial sharp fall, have rallied. ‘The yield on the indus- 
trial index has risen from 5.56 per cent to 6.32 per cent, while that on 
Consols has moved only from 5.20 per cent to 5.41 per cent, leaving a gap 
of 0.81 per cent. 

At this transitional point, as is to be expected, considerable anomalies in 
yields are to be found in the non-marketable securities, particularly in 
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the channels of investment tailored for the small saver. One of these, 
the 23 per cent (free of income tax but not of surtax on the first £15 of 
interest) paid by the Post Office Savings Bank, is never varied, and there 
are strong historical and administrative reasons why it should not be changed 
now. ‘The rates that the hire-purchase finance houses offer to the public 
for deposits at short term were adjusted promptly. For the rest there 
seems to be a marked reluctance by responsible people to accept the 
inevitable. In particular, the building societies are digging their toes in at 
the old rates—3} per cent net paid to investors and 6 per cent charged on 
mortgage. Big local authorities, borrowers of the highest status, are not 
allowed by the Bank of England to float issues and are paying around 7% per 
cent for mortgages in the City; but Mr Smith can still mortgage his villa 
at 6 per cent. Logic surely suggests that soon the public will invest less 
in the building societies at 34 per cent net (equivalent to £6 1s 9d gross) 
and then new Mr Smiths will just be disappointed. 

For the investor surveying the new prospects two facts at least are clear. 
For the first time in a decade, if not longer, there are strong reasons why 
he should prefer good fixed interest stocks to good industrial equities; and, 
again because there is a smell of deflation in the air, the investor reassessing 
his holding of ordinary shares will have to jettison those shares where the 
business is committed to rapid expansion and has still to raise the money. 
He will tend to hold those where the business is established and where 
finance for any planned expansion has already been secured. ‘This, for 
example, would be an argument for selling Rio Tinto and Hawker Siddeley 
and for retaining International Tea, City of London Real Property or 
Beechams. 

The second clearly established fact is that at the shortest end of the gilt- 
edged market the terms now available are as good as they have been for a 
generation. <A ‘Treasury bill rate over 64 per cent, a short-term mortgage 
rate of about 7} per cent, a finance house deposit rate (six months) of 8} per 
cent and redemption yields on low-coupon three- and four-year bonds 
worth over 8 per cent are high attractions, the more so when the investor 
can see some prospect of an end to, the erosion of his capital through 
rising prices. 

The decision before the investor «must be whether to accept these 
unequalled terms in the full knowledge that they provide only a temporary 
haven for his money or whether he should invest longer on less favourable 
but still good terms. ‘Those who take the view that though interest rates 
are bound to remain fairly high, 7 per cent Bank rate is the peak, will 
be inclined to go for the medium and long-medium stocks. ‘Those who 
take the view that 7 per cent or very near it has come to stay and that a 
flow of gilt-edged issues will be released sufficient to stop any sustained 
recovery will take the shorts—gaining for once in both yield and liquidity. 
Competition for the Treasury bills and buying of the shortest stocks may 
force the short-dated yield a little lower; buying of the mediums may also 
increase, but since stock will be available to meet it prices here may not 
move much. 
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Britain’s Troubled Air 


By MARY S. GOLDRING 


O'T all of the widely publicized difficulties of the aircraft industry 
are due to cuts in the Government’s defence programme, but 
those cuts have hit the industry at its most vulnerable point, its 
shortage of capital. To put it bluntly, the Government has 
provided much of the working capital for the majority of companies, and 
the banks a good proportion of the balance. It may well prove to be the 
industry’s tragedy that it let slip the opportunity a few years ago to increase 
its permanent capital at a time when the market would have been only too 
willing to help it do so. Even before the Bank rate move it was probably 
too late. 

Money has, indeed, begun to play a much bigger part in the industry’s 
thinking than it ever used to do. Airlines that had been lightheartedly 
signing orders for 20 and 30 aircraft at more than {£1 million apiece are 
calling a halt to further buying, and in some cases cancelling orders even 
though their estimates of the potential traffic remain unchanged. When it 
places an order, an airline puts down a certain proportion of the purchase 
money at the time of signing, makes progress payments as manufacture 
continues and has probably paid roughly 60 per cent of the purchase price 
in this way by the time the aircraft is delivered. It is not only the small 
and rapidly growing operators like Capital Airlines in the United States, 
which this summer “‘ suspended” an order for 14 de Havilland Comets 
and 15 Vickers Viscounts, that find it difficult, or intolerably costly, to raise 
the necessary cash. Only a few weeks ago one of the biggest and richest 
American operators, American Airlines, cancelled a substantial order with 
Douglas Aircraft for a new fast freighter because it could not raise the money. 

What the defence white paper meant to the aircraft industry was roughly 
this: military orders would probably drop by about a quarter, and would 
be concentrated on a much narrower range of types and hence on fewer 
companies. ‘Those companies that did get orders would receive fairly sub- 
stantial ones. But research expenditure, for which the industry relies 
almost entirely on the Government, was to be cut by roughly the same 
proportion. It has been running at an estimated £200 millions for several 
years now. Expenditure during the current year could not easily be 
reduced without stopping work on projects on which a great deal had already 
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been spent, so £20 millions probably represents the most that could be saved 
immediately. In the long run, research expenditure might, however, be cut 
by fully one-quarter to something around £150 millions. 

The cut in research and development is much more damaging to the 
industry than the cut in actual production orders. Capacity left idle by 
military cancellations can, at least in theory, be put to building aircraft for 
the buoyant civil market, which is still expanding despite the cancellations 
just mentioned. This is what happened a few months ago at Vickers- 
Armstrongs, where Vanguard airliners have been moving up along the 
production line on the tail of the last Valiant bombers. But the killing 
pace of technical progress in the aircraft industry means that a saleable 
civil aircraft can be developed only if it has been backed by adequate research. 
The cost of research is almost impossible to estimate, but the development 
of a civil aircraft from the first scribble on the back of an envelope to the 
final product fully tested and ready for sale lies somewhere between £8-10 
millions, not counting its engines. 

If development is protracted and difficult, then not only do the costs 
rise, but the commercial life of that particular model is shortened by exactly 
the amount of time it falls behind schedule. It is reprieved only if suc- 
ceeding generations of aircraft run into difficulties. The commercial life 
of to-day’s piston-engined airliners is due to end around 1960 when the 
first big jet airliners come into service on the North Atlantic, and production 
of the former will start tapering off next year. But they would probably 
get a new lease of life, and so too would the turbo-prop Bristol Britannia 
due to go out of service in 1962 and 1963, if the timetable on the big jets 


went awry. 
The Switch to Missiles 


The Government has one or two military projects on hand so big that 
they will consume a substantial proportion of the official funds available. 
Certainly the most expensive is the intermediate range (2,000-mile) ballistic 
rocket, which is being built largely by Rolls-Royce and English Electric 
but to which nearly all aircraft manufactprers are making some contribution. 
It is not simply a question of developing the missile, its guidance system 
and its warhead, although these alone are complicated enough; special 
rocket test facilities have to be brought into being, such as the motor testing 
site being built at Spadeadam Waste in Cumberland, which will be run by 
Rolls-Royce on behalf of the Government. Some money and much time 
has been saved by the licence agreement which Rolls-Royce has made with 
the US manufacturers North American, covering the design of rocket 
motors for long-range missiles. In theory savings should also come from 
the Anglo-American agreements to exchange data on all aspects of guided 
weapons and from the promised amendment of the clauses in the American 
MacMahon Act which have so far blocked any exchange of information on 
nuclear weapons. Since practically every new missile under development 
in the United States, down to the smallest airborne rocket, has a nuclear 
warhead, a change in the law has become an essential prerequisite of any- 
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thing more than merely nominal co-operation. But it has been very notice- 
able that none of the earlier government-made agreements to exchange 
information have worked out in practice as well as a straight commercial 
licensing agreement negotiated privately between two companies. 

This is the biggest missile project in Britain, and the principal drain on 
the Ministry of Supply’s research budget. But the smaller guided missiles, 
the anti-aircraft, the air to air, the seaborne weapons, all require continuous 
development. High-speed research with manned aircraft is likely to go on 
simply for the information it can provide, which continues to be valuable 
even if no future. fighters are to be developed. Experiments with vertical 
take-off will also continue, alth:ugh at a slower pace, because here again 
the results are important to aircraft development in the round. Civil air- 
craft, naturally enough, come rather low in these priorities of official finance. 

There have been suggestions ranging all the way from the sensible to 
the hairbrained, that the Government should bring the major aircraft 
manufacturers together and sponsor a co-operative project for a world- 
beating civil airliner incorporating all the newest and most exciting data 
that research can suggest. But this seems at the present time to be the 
very last thing that the industry really needs. It will not provide the solid 
framework of permanent capital which is the industry’s greatest single 
requirement, and it is extremely doubtful whether it would even provide 
an aircraft. Aircraft are best designed in drawing offices, not round com- 
mittee tables where they run the danger of degenerating into doodles. 


No Substitute for Size 


The idea of a co-operative effort is attractive to many people because it 
seems to offer an escape from one of the industry’s inherent weaknesses, 
the small size of so many of its units. There are more than 30 design 
teams in the industry, but as each succeeding generation of aircraft increases 
in size and complexity so the number of companies capable of putting those 
aircraft into production goes down, until to-day it is a bare handful of the 
total. Unfortunately, in aircraft production, co-operation is no substitute 
for size. Modern design and production methods require plant and 
machinery that only a really big company could install. One of the 
industry’s finest designers, Sir Roy Fedden, who has since turned con- 
sultant, has deplored the tendency in British aircraft factories to take a 
positive pride in doing without certain essential tools, but it is a tradition 
that dies hard. 

The success of an aircraft is directly proportionate to the amount of 
effort put into its development; and neglect of this simple linear relationship, 
by the Government as well as by industry, has brought more than one 
aircraft to grief. ‘The Swift, the Hunter and the Javelin are three examples 
that come immediately to mind because each of them were aircraft whose 
performance failed to live up to expectations. But the tardy delivery of 
the Victor bomber can be traced to the same cause, and there is no doubt 
that in the early days English Electric gravely under-estimated the amount 
of effort it would take to develop the Pl fighter. At one point the P1 was 
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falling so far behind schedule that there was serious talk in the Air Ministry 
of cancelling it altogether in favour of guided weapons, but by hard work 
some of this lost time has been made up. 

Speed of development on the factory floor is the key to successful aircraft 
production. ‘This, rather than any bid to invent an aircraft ahead of its time, 
is the target for which the industry should aim. It requires concentration of 
the maximum resources on the minimum of projects. The question facing 
the industry and the Government is whose resources and what projects. 

So far as military aircraft are concerned, the answers are relatively simple. 
For the next few years production of fighters will be concentrated exclu- 
sively on the supersonic I:nglish Electric P1. These machines cost in the 
region of £200,000 apiece, and orders for them may be limited to about 200. 
Two types of anti-aircraft missiles are also going into production and first 
deliveries are likely to begin late next year. One, the Bristol Aeroplane’s 
Bloodhound, has been ordered for the RAF, the other, the English Electric 
Thunderbird, is being built for both the RAF and the Army, and the 
indications are that this will become the standard anti-aircraft weapon for 
the services. ‘The small de Havilland Firestreak is the standard guided 
weapon for aircraft. The cost of ground-to-air missiles like ‘Thunderbird 
and Bloodhound is in the region of £15,000 apiece; Firestreak would cost 
roughly £6,000. ‘Testing and crew training therefore becomes an expen- 
sive business. 

The industry’s fourth guided weapon, the Armstrong- Whitworth Seaslug, 
is designed for the Navy for use on specially built missile ships. The only 
such ship in service is the Girdle Ness, which has been test-firing missiles 
since the middle of 1956; four specially-designed destroyers are on order 
but it may be some time before they come into commission. Until it has 
these ships, the Navy must continue to rely on aircraft carriers for its air 
defence, and so long as it has aircraft carriers, it will need manned aircraft 
to operate from them. ‘This explains why the Admiralty has decided to 
adopt the Saunders-Roe “ mixed-power plant’’ (a combination of jet 
engine and rocket motor) fighter which was designed for the RAF and 
scrapped by the Air Ministry in favour of guided missiles. 

These are the aircraft and missiles that will form the backbone of the 
industry’s production when present orders are completed. ‘Their research, 
development and tooling will all be financed entirely by the Government. 
It should be added that the proportion of the expenditure that will actually 
be spent in the aircraft industry is shrinking. Electronics have by now 
become a major item in the cost of an aircraft, and make up very nearly 
half the effort that goes into a guided missile. 

The pattern of prospective development of civil aircraft is more compli- 
cated. In the first place, the cut in research and development expenditure 
means that the Ministry of Supply cannot go on financing civil aircraft at 
the same rate as in the past. The Bristol Britannia and the de Havilland 
Comet series are probably the last that will be developed in this manner. 
Up to last October, the Britannia had cost the Government £63 millions 
to develop the aircraft and a further £114 millions to develop the engine; the 
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company itself has had to invest as much, if not more, of its own money 
in tooling and putting the aircraft into production. No figures for money 
spent on the Comet since it crashed in 1954 have ever been published. 
Although the Britannia has had more than its fair share of development 
troubles, and is still not entirely out of the wood, it should be pointed out 
that the cost of Britannia development is by no means unreasonable by 
present-day standards.’ Vickers-Armstrongs, for example, which is financing 
the development of the Vanguard airliner (not its engines) entirely out of 
its own resources, expects to spend between {8-10 millions in the process. 
The development of a new aero-engine to-day probably costs close on 
{7 millions. 

The second major difficulty in civil aircraft manufacture is that neither 
of the two British corporations, BEA or BOAC, is able to place orders 
big enough to justify putting a new airliner into production. Military air- 
craft can be tailored to the particular requirements of the RAF, but civil 
aircraft must be built for the export market. A company probably needs 
to sell between 80 and 100 airliners before it can hope to break even; the 
Lockheed Aircraft Corporation in the United States has said that it will 
have to sell 400 of its Electra airliners before it does so. 

Many companies also find it necessary to start building aircraft before 
they have received firm orders for them, solely in order to quote com- 
petitive delivery. Vickers-Armstrongs tooled up to build 10 Viscounts a 
month long before there was any sign that orders would one day top the 
400 mark, and the result is that some orders are being completed within 
twelve months. Bristol Aeroplane has done much the same with the 
Britannia. ‘The Viscount, however, is a relatively cheap and small aircraft; 
the 100-seat airliners that are now being developed for both long- and 
short-haul work cost about {1} millions apiece. Over and above the 
£10 millions or so that it costs to develop them, a company must therefore 
reckon to have up to {£1 million tied up in each of the aircraft that it is 
building on speculation. One type of aircraft could therefore represent an 
investment of about £20 millions; it will take roughly seven years to develop, 
and can expect a commercial life of approximately seven to eight years from 
the date at which it first goes into service, assuming that there are no delays 
or setbacks during development. 


Irony of Government Aid 

Even if the Government finances civil aircraft development on a 50-50 
partnership basis with the companies—a basis that is now under considera- 
tion—this will still leave manufacturers with up to £15 millions to find 
before the aircraft can be put into production on a sound commercial basis. 
Progress payments from airlines that have placed orders provide some of 
the money needed for tooling and production, but a substantial balance has 
still to be provided by the company itself. At present, there is only one 
company in the industry confident of being able to finance its own civil 
production and that is Vickers-Armstrongs, which besides developing the 
Vanguard, has taken on yet another project in the form of the VC10 jet 
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airliner, due to come into service roughly three years after the Vanguard, 
that is, in 1963. Also of course Vickers has interests that extend well beyond 
the aircraft industry. 

Other manufacturers have plenty of proposals for airliners that they 
would like to develop, but shortage of funds and uncertainty about the 
probable trend of the airliner market suggest that the only one on which 
work is likely to start in the foreseeable future is a jet airliner developed by 
de Havilland for British European Airways, which intends to use a variant 
of the Comet as a stop-gap until the new jet is available. 

The industry’s greatest problems are not technical but financial. If 
companies had the funds there is not much doubt that they could build 
good aircraft. ‘They have the designers and the technical skill, but not the 
resources that modern aircraft require. In retrospect, it looks as if the 
amount of Government aid given to the industry in the past, and particu- 
larly to the smaller companies, has had the opposite effect to what was 
intended. It may have prevented the emergence of a handful of big units 
capable of holding their own with any of the major aircraft companies in 
the United States. Only one British manufacturer can do so to-day, Rolls- 
Royce, and it is no accident that Rolls-Royce builds considerably more than 
half of all the aero-engines in this country. 





An Artist's Sketchbook: No. 48 


BRITISH BANKS IN TOWN AND COUNTRY 


Barclays Bank, Uckfield 


CKFIELD is a charming old country town on the Sussex Ouse, a 

: | few miles north-east of Lewes.’ It has some delightful buildings, of 
which one of the most pleasant is the subject of this month’s sketch- 

book, Barclays Bank in the High Street. This belongs to the mid-nineteenth 
century and, while it is unmistakably country town architecture, it has close 
affinities with the smaller type of terraces and squares built in the years 
after Waterloo in such areas as Brixton. The building is of grey stone and 
dull red brick with a heavy cornice, and the dentils here have each a lion’s 
head. The lower portion seems obviously of a much more recent date than 
the upper storey: a careful inspection seems to place it in the Edwardian 
period or thereabouts. There are two projecting “ bays” in the building, 
each of four windows. Altogether it makes a delightful frontage to the street. 
At an earlier period, in 1779, the town was visited by Fanny Burney in 
company with Dr Johnson’s friend, Mrs Thrale, but, oddly enough, she 
found little to interest her. The visitor to-day is attracted by a famous 
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inn, ‘‘ The Maiden’s Head ”’, with its fine signboard—and intrigued by a 
picturesque old school of minute proportions in Pudding Cake Lane. 

The main street of Uckfield is divided into two periods. From the station 
to the road leading to the church it is more or less modern; beyond that 
there is a good deal of Georgian and earlier building. Other banks in the 
town are modern, apart from Lloyds, which is a neat little Georgian building. 
Adjoining Barclays, and part of the same block, is a delightful period butcher’s 
shop with Classical heads on the shop front. A Classical head of another kind 
is also associated with the area—the Piltdown Man, whose skull was dis- 
covered in 1912 and only recently, after the pulling of many scientific legs, 
proved to be the creation of a practical joker. 
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The Economics of 


Algeria 


The government crisis in France has the economic implications of present 
exemplified further the role of Algeriain French policy, and casts a severe scrutiny 
the impasse in French politics and in the on popular and official hopes from Sahara 
French economy. Following his analysis oil. Algeria ts a long, too little known 
of the present burden imposed on France, story: France and Europe must learn it 
Mr Saxe turns this month to a survey of tf political actions are to be soundly 
Algeria’s prospects. He follows through based.—¥DITOR. 


II—THE OTHER SIDE OF THE SAHARA 


By JO W. SAXE 


N 1938, Professor Arnold ‘Toynbee defined the French problem in North 
Africa in terms that have stood the test of the intervening twenty years. 
‘It looked ’’, he said, “‘ as though the French policy of assimilation 
-in the Maghrib [North Africa] might be in process of producing a result 
which would be the exact opposite of its purpose.... The French aim... 
was eventually to incorporate the whole country and all its inhabitants of 
both European and native origin into the body politic of France herself”. 
He went on to give the warning: “‘ If the French offer of assimilation were 
to be rejected by the native majority in the population, the French White 
minority would be faced, sooner or later, with a grievous choice of either 
re-emigrating from the Maghrib to the continent from which they had 
originally come or else remaining to be assimilated by, instead of assimilating 
their local fellow Whites of Maghribi stock ’’.* 
By 1957, the French in Morocco and ‘Tunisia were faced with this 
‘‘ grievous choice ’’, moderated, it is true, by agreements that secured for 
them some guarantees of a separate and in some respects privileged position. 
Algeria, to use the words of the recently proposed Outline Law—on which 
the Bourgés-Maunoury government fell—remains an integral part of France. 
The French authorities and their many private supporters in this sphere 
make two claims about Algeria. They say that it is their duty and desire 


* A.J. Toynbee, Survey of International Affairs, 1937, Vol I (pp 495-96), London, 1938. 
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to extend to all the inhabitants of Algeria all the rights and privileges of 
French citizenship. ‘They also say that Algeria is essential to the economic 
well-being of France—some say now, more are inclined to await the 
exploitation of the newly-discovered oil deposits in the Sahara. ‘These 
claims must be weighed against the cost of ‘* equal rights and privileges ’’; 
against the traditional resources of the Algerian economy, and the state of 
the economy now after three years of guerrilla warfare; and against a realistic 
appraisal of the likely scale and cost of oil from the Sahara. 

There is a permanent population of nine and a half million persons in 
Algeria of whom eight and a half millions are Moslems. One million non- 
Moslems, of French, Spanish, Italian, Maltese and native Jewish origin 
have all, or almost all, of the rights and privileges of French citizenship. 
The Moslem majority has some of these rights, and rather fewer of the 


privileges. 
Prohibitive Cost of “ Integration ”’ 


In 1954, public civil expenditure in France, excluding transfer payments, 
was about 25,000 francs per head. In Algeria it was around 6,000 francs. 
But because Algeria’s national product is so low—one-twentieth that of 
France, with one-quarter the population—public expenditures take up a 
notably larger share of the national product, around 10 per cent against 
7 per cent in France. The additional current public expenditure required 
to bring Algeria to the absolute standard of France would be of the order 
of 200 billion francs a year, about four times total public expenditure in 
Algeria in 1954. In providing these services, moreover, the necessary 
accompanying capital expenditures might take up Frs 1,000-1,500 billions. 

But in Algeria it takes all the running you can do to keep in the same 
place. The Moslem population is increasing at the frightening rate of 
2} per cent a year, that is by close to 240,000. Consequently, the number 
of children under 15 years of age is about 40 per cent of the total popula- 
tion, compared with about 25 per cent among non-Moslem Algerians or in 
France. Despite an ambitious programme adopted in 1944, and heavy 
expenditures since then, the number of schools for Moslems has barely kept 
up with the increase in the number of children, and may now be lagging 
behind. There are no schools for close to two million Moslem children; to 
build schools for all of them would cost something over Frs 300 billions— 
twice as much as the entire 1956 budget for Algeria. Simply to keep up 
with the increase in population would involve an additional Frs 30-40 
billions in capital expenditures every year. ‘The additional recurrent 
expenditures each year would be well over Frs 80 billions—compared with 
expenditures for this purpose of about Frs 17 billions in 1955. 

The expansion of the population which makes education such a nightmare 
affects many other aspects of equal rights and privileges. Over 200,000 
young Moslems enter the labour market each year. French reports put the 
number of unemployed and seriously under-employed persons in Algeria 
at something like one million persons, virtually all of whom are Moslems. 
Somehow or other work must be found for these people if the constitutional 
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right of French citizens to employment is to be extended to Algeria. 

There is no need to explore in detail the other main aspects of equal 
rights, such as public health, minimum housing standards and social security. 
If the French constitutional promise is to be kept, the France-Algerian 
nation must produce and invest enough to support something like a French 
standard of living at least in these respects both in France and in Algeria. 

It is fairly well established that the non-Moslems in Algeria enjoy a French 
standard not only of public services but of income. It is estimated that in 
1954, just before the outbreak of the rebellion, non-Moslems in Algeria had 
an average income of about 200,000 francs per head, the Moslems of about 
33,000 francs. ‘The non-Moslem Algerians were at about 85 per cent of 
the average for France, the Moslems at about 14 per cent. 

Algeria’s natural resources are far from plentiful and poor in quality. 
Fertile land is scarce. Less than one-half the land area of Northern Algeria 
(and only 7 per cent of the total land area including the Southern Terri- 
tories) is under cultivation. Rainfall is low and irregular. Only 2 per cent 


TABLE I 
ALGERIAN EXTERNAL TRADE, 1949-57 


(billions of francs) 


Imports Exports Balance 
1949 ae - 7 129 94 — 35 
1950 7" = ih 152 117 — 35 
1951 al aa re 204 134 — 70 
1952 = - a 224 145 — 79 
1953 ms ae: ~ 203 139 — 74 
1954 iy pis ner 218 140 — 78 
1955 a oe de 244 161 — $3 
1956 si rf ed 273 150 —123 
1957 (January-April)* . . 354 162 —192 


* Annual rate, corrected for seasonal variation. 


of the 25 million acres cultivated is irrigated. In the difficult natural con- 
ditions it is unlikely that the proportion can be raised much beyond 3 or 
4 per cent. Erosion is a very serious problem. 

The basic products are cereals, vegetables and wine. Wine accounts for 
about one-third of total agricultural preduction by value. Most of the 
export crops and a good proportion 6f the crops brought to market are 
supplied by 22,000 French farms, occupying one-fourth of the cultivated 
land. About 650,000 Moslem farms occupy the remaining area and produce 
largely, but not exclusively, for their own needs and for local trade. ‘Their 
yields are low. In recent years some improvement has been achieved by a 
French programme of education and investment at village level. But the 
time and money required to bring a substantial proportion of Moslem 
farmers up to a French standard of output must be counted in decades and 
in hundreds of billions of francs. 

There has been a marked development of mining and manufacturing in 
Algeria since the Second World War, based in large part on substantial 
public investments in transportation and electric power. But in terms of 
employment and income the results have been disappointing. The chief 
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mineral resources are iron ore and phosphates, neither being a notably 
scarce or valuable material. Mining employs only about 25,000 people. 
Industry is still confined largely to construction, the production of building 
materials, chemicals (fertilizers and insecticides) and food; it employs 
250,000 people, of whom about 175,000 are Moslems. As industrial pro- 
duction has expanded, employment has increased less than proportionately. 
On the other hand, large imports of raw materials and fuel have become 
necessary; while the costs of power and transportation in Algeria are 


extremely high and are rising. 
The Two Algerias 


The disparity in income and living standards between Moslems and 
non-Moslems stems from the contrast in occupational distribution. The 
non-Moslem working population, of 355,000, is employed largely in govern- 
ment, trade, banking, the liberal professions and industry. In most of 
these fields the Europeans outnumber Moslems. ‘They are also con- 
centrated at the top of the scale as owners, managers, technicians and 
foremen. ‘The Moslem working population is employed largely in agri- 
culture (80 per cent) and as unskilled and semi-skilled workers. Even as 
skilled workers, non-Moslems outnumber Moslems. 

There is no evidence of systematic legal discrimination against Moslems 
either in the provision of public services or in employment. ‘The brief 
account above tends to obscure impressive, but rather recent, attempts to 
narrow the gap between the French and Moslem communities. But there 
is no denying the existence of the gap and the impossibility, economically, 
of closing it in the near future. 

There are in effect two economies in Algeria. ‘The first is composed of 
immigrants from France (and elsewhere in southern Europe) and a rela- 
tively small number of Moslems. The early immigrants settled on the 
land and produced cereals and wine for French markets with what were 
relatively modern techniques. ‘They also developed the iron and phosphate 
mines. But output rose rather slowly under the limitations of the climate, 
soil and the state of other resources. Ports, railways, roads, and schools in 
modern Algeria were financed, directly or indirectly, by the French Govern- 
ment. In addition, current expenditures of the French Government, 
including subsidies for Algeria’s staple exports of wine and cereals, nave 
provided an appreciable source of income. 

The new farms, mines, railways, and government offices offered little 
opportunity for Moslems except as unskilled labour. They were organized 
by and for the immigrant population. ‘The Moslems, on the whole, con- 
tinued to live in their traditional way. ‘They had neither the capital nor 
skill to compete with the immigrants in the modern economy. ‘The tradi- 
tional economy exported a little food and some raw materials and a great 
deal of labour to the modern economy and to France. It imported modest 
amounts of consumer goods. 

Only recently have the barriers between the two economies begun to 
break down as a result of official French policy of ‘ integrating ”’ Moslem 
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Algerians. But in an important way this development has itself heightened 
Algeria’s difficulties. 

Modern Algeria was always obliged to import a large part of what it 
invested and consumed, because its standards and style of living were 
French. Automobiles, plumbing, Paris frocks, not to speak of railway 
locomotives and electric power plants, could not be supplied from Algeria. 
Then, as Moslem Algerians were educated in French schools and went to 
the French cinema, they began to emulate French patterns of consumption. 
The result has been to increase import demand further. The needs of the 
traditional economy are being raised, by policy, toward those of the modern 
economy; its own resources have thereby become seriously inadequate. 

The post-war external trade of Algeria reflects this disequilibrium. As 
income and demand increased so did the trade deficit. ‘This has charac- 


TABLE II 
ALGERIA BEFORE THE REBELLION, 1954 


(billions of francs) 


BALANCE OF PAYMENTS ALGERIAN “‘ NATIONAL ”’ PRODUCT 
AND EXPENDITURE 

Imports... - és o. ae Private consumption ne . aa 
Exports... +3 ba - 140 Public consumption ; 101 
Trade balance - ict ie —70 (of which, French Govern- 
Tourists, etc (net) - + —17 ment)* i a (44) 
Remittances of wages and Gross — formation .. Ly 163 

salaries (net) .. a ue 1. 34 (Public) . - zs i (66) 
Other ve: - — § (Private) a (97) 
Invisibles, priv ate account -» +42 Gross national expenditure pet 715 
French public expenditures in Net imports ; a 2 41 

Algeria .. 88 Gross national product ba .. 674 
Algerian public expenditures | in 

France .. ‘ee —11 
French public inv estment .. +21 
Increase in reserves : .. +24 * Current expenditures, largely milt- 
Private capital, & errors & omissions —16 tary in character. 


terized the Algerian economy for decades (except for a few years during the 
late nineteen-thirties) but, as shown in Table I, in recent years it has risen 
persistently, to a very high level. In 1954, Algeria’s merchandise exports 
(70 per cent of which went to France) reached just two-thirds of its imports. 
And almost 10 per cent of current external receipts was used to pay for the 
vacation travel of “‘ French”’ Algerians during the hot summer months. 
The deficit was financed by disbursements of the French Government in 
Algeria and by remittances from Algerian workers in France, which together 
comprised nearly one-half of total external receipts.* 

The French public expenditure has put a rising floor under demand in 
Algeria, and enabled the country to finance the trade deficit which has 
resulted from the high propensity in “‘ modern” Algeria and the rising 
propensity in traditional Algeria to consume imports from France. ‘The 
Algerian trade deficit is one measure of the French contribution. It has 


* In recent years the remittances have provided 10 to 15 per cent of the total income of 
Moslems and a much higher percentage of their cash income. There are probably more 
Moslem Algerians employed in industry in France than in Algeria; estimates range up 
to 300,000. 
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regularly provided 10 to 15 per cent of total Algerian resources. 

Since 1954, the Algerian economy has been drastically affected by the 
rebellion and by the French military effort to repress it. The French 
population has been increased by 30 or 35 per cent with the arrival of 
French reinforcements. Money income in Algeria has probably increased 
by about Frs 250 billions, some 35 per cent, as a result of French troops’ pay 
disbursed there and military expenditures for supplies and construction. 
French civil expenditures too have greatly increased, by about Frs 60 
billions, fairly evenly divided between public investment and current public 
expenditure, for the new Communes, Départements, and social services that 
have been created. ‘Total expenditures of the Algerian Government have 
increased by almost 80 per cent since 1954. 


After the Rebellion 


The result has been what the authorities there have described as unpre- 
cedented prosperity. ‘This is partly true. Employment has gone up, as 
have wages. ‘The most prosperous sectors are the building trades (private 
building has declined, but public building as well as military construction 
of one sort and another has increased greatly) and manufacturing industry, 
which has turned to the production of goods needed by the army or by the 
oil development firms in the Sahara. Mining and agricultural output have 
held up remarkably well under the protection of the French army. 

But the prosperity has shown disturbing facets. A good deal of the 
increased income has found its way back to France in the form of payments 
for imports and remittances. ‘This year imports have been running 60 per 
cent above their level in 1955. The trade deficit may approach Frs 200 
billions. The high remittances to France (discussed in last month’s 
article; the total amount in 1956 was Frs 233 billions) and the magnitude 
of the increase in imports are a fairly reliable indication that the multiplier 
effects of all this activity are apt to be felt more in France than in Algeria, 
where the effects may be generally impermanent. Algeria will, of course, 
be left with a good deal more social capital in the form of public buildings, 
schools, dispensaries, as well as new roads, bridges and the like built both 
by the civil and military authorities. But with the new buildings will go 
increased current expenditures, and there is so far no indication that domestic 
production has permanently increased sufficiently to carry these burdens. 
Algeria is living more and more beyond her means. 


Bubble in Sahara Oil ? 


It is now widely believed in France that the economic future of France 
and of Algeria will be assured as a result of the recent discovery of large 
oil deposits in the Sahara. ‘These discoveries are said by some to justify 
the present military effort, and future expenditures of the same magni- 
tude for development of the Algerian economy.* Hopes are placed also on 
other minerals. For some years there has been active exploration and 





* Present plans call for investments rising to almost Frs 500 billions a year, to be financed 
largely by France. 
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prospecting which has turned up deposits of iron ore, copper, lead and 
manganese. Only a coalmine producing about 300,000 tons of very expen- 
sive coal a year is now being worked. Although there has been a great 
deal of talk about the development of industry based on these discoveries, 
the evidence thus far is that costs would be very high. For the time being 
oil is the brightest hope. 

Up to the end of 1956 some Frs 30-35 billions of public and private 
money had been invested in prospecting for oil in the Sahara. The results 
were promising, but not spectacular. Now there are two new fields for 
which the French hold very high hopes. ‘The first is in south-eastern 
Algeria, not far from the Libyan border in the region of Edjele. ‘This has 
been overshadowed by more recent discoveries in the region of Hassi 
Massoud, about 350 miles south of Algiers. In 1957 between 30 and 40 
billion francs, a large part of it private money, will probably have been 
invested in oil development, mainly at Hassi Massoud. 


Attracting Private Capital 


The Edjele field is being developed by the Compagnie de Recherche et 
d’Exploitation de Pétrole au Sahara (CREPS), of which 35 per cent is owned 
by Shell and most of the remainder by agencies of the French Government. 
Hassi Massoud is being developed jointly by the Société Nationale de 
Recherches et d’Exploitation de Pétrole en Algerie (SN REPAL), owned 
one-half by the Algerian Government and 48 per cent by the French 
Government, and by the Algerian subsidiary of the Compagnie Frangaise 
des Pétroles. ‘This is the French company operating in the international 
groups in the Middle East. Part of the French Government’s interest 
in CFP, hitherto 35 per cent, is now being put on the market—but without 
relinquishment of voting rights—and it is through this route that the bulk 
of private French investment in Sahara oil is being channelled. But the 
French and Algerian Governments will still be left with at least half the 
interest in Hassi Massoud and over half that in Edjele. 

Recently there have been negotiations between French interests, public 
and private, and two American independents (Cities Service and Sinclair) 
and British Petroleum (which already has interests in exploration for 
petroleum in metropolitan France). It séems likely that exploration permits 
in the Sahara will be given to one or more of these concerns in association 
with French firms, although there has been a good deal of controversy 
about letting foreigners into the Sahara. 

The region in which both fields are located is now separated from Algeria, 
forming part of an autonomous economic region which includes parts of 
French West Africa and French Equatorial Africa. It is hoped to make 
conditions for the development of oil and other mineral resources through- 
out this vast area as favourable as possible to outside investors. 

As a larger stake in Sahara oil is taken out by private investors and by 
international companies, the question of royalties assumes increasing 
importance. ‘The existing arrangements are believed to be similar to those 
in the Middle East—providing for a 50-50 profits split with the Government. 
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The authorities’ additional cut from their ownership of producing com- 
panies will naturally diminish as shares are sold to private investors. 

At Edjele, estimates of production range between 2 and 4 million tons a 
year, but it is said that 300 wells or so will be required. This means that 
output per well would be a good deal higher than it is in the United States, 
but much lower than in the Middle East. Drilling costs in this area are 
very high. Moreover, a pipeline from Edjele would almost certainly have 
to cross Tunisian or Libyan territory. 

At the more promising field of Hassi Massoud, estimates of production 
range from 5 to 30 million tons a year. The higher figure is a little 
mystifying in view of the recent official statement from the two companies 
concerned that reserves (it is not certain they mean proved reserves, the 
French term is probable) are now estimated at 100 million tons. This is a 
long step down from the headline in France-Soir announcing the discovery 
of a deposit containing 1 billion tons, or from the 500-600 million tons 
claimed by a number of people (including one Minister) over the past year. 
However, judgment must still be tentative as only eight wells have been 
drilled so far; reserves of 300 million tons is a fair guess now. 

It is clear that development costs will be extremely high at Hassi Massoud 
too. Drilling costs are reliably reported to be four to five times as high as 
in the natural gas-producing fields in France and eight to ten times as 
high as in the United States. On the basis of annual production of 
10 million tens, it seems that development costs might be something near 
Frs 200 billions. ‘Transportation—which remains an insuperable problem 
while rebel activity in Algeria goes on—might cost about Frs 125 billions 
without complications from political factors, and refining capacity a like 
amount. ‘The total capital cost might be of the order of Frs 450 billions; 
and the cost of developing Edjele based on production of 3 million tons a 
year would come to something like Frs 140 billions. At first, official state- 
ments put development costs at about one-half this figure Recently, 
official estimates of production and reserves have come down while estimates 
of cost have risen. 

On the basis of present progress, a reasonable estimate of output, 
located midway between the most optimistic and the most cautious French 
estimates, might be 13 million tons of oil from the Sahara a year by 1961 
or 1962 at the earliest. ‘This would be equivalent to well over half of 
France’s oil imports this year, but to no more than 30 or 35 per cent of 
prospective needs in 1965. At this rate there would be no reduction in 
France’s oil bill. At present France pays the equivalent of about $250 
millions a year in foreign exchange for petroleum. In 1965, under existing 
arrangements and without the Sahara, she would be paying between 
$340-400 millions. Against relief from Saharan output would have to be 
set the foreign exchange costs of development, including service of the 
foreign capital invested. 

The remaining elements in the Sahara oil rush are pretty much a 
mystery. There are evidently some rich natural gas fields in these areas. 
No one yet knows what they might cost to develop and whether the output 
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could stand the cost of transportation to markets in Northern Algeria. 

The boom in oil shares on the Paris stock exchange has been a striking 
phenomenon, of wide psychological influence. For a number of years after 
the war the stock exchange was moribund. Recently, largely under the 
influence of investments in oil, it has been revived. ‘The index of the 
price of all shares was about 450 on a 1949 base in July this year. The 
index of oil shares stood at close to 1,300. In the first half of 1957 their 
market value had increased by almost Frs 500 billions, to Frs 1,300 billions. 
Between 1955 and the end of the first half of 1957 the total value of all the 
shares on the Bourse had increased by only Frs 1,800 billions; half the 
increase was in oil. New oil issues have been snapped up by the public. 
An issue of Frs 14 billions was covered in a few hours a month or so ago. 

There is no doubt that the Government encouraged the boom. Pros- 
pecting and development companies receive very favourable treatment from 
the financial authorities, and the share markets have been boosted by opti- 
mistic predictions. Inevitably, there have been second thoughts. One 
financial journal, after a survey of the prospects for the largest of the oil 
companies, concluded that “if Hassi Massoud is ‘ worth’ 15 million tons 
a year... the (shares of) La Francaise des Pétroles are worth, in prospect, 
all other things being equal, their present price”’. Very recently the boom 
has begun to subside, possibly because official statements have become more 
cautious or because prospective earnings in the Sahara have been measured 
against the costs of developing—and protecting—the oil fields. ‘The index 
of oil share prices has dropped from 1,317 (early August) to 1,072. 


French Plan for the Future 


The answer of the French authorities to the contention that equality 
between French and Moslems is impossible, or at best a long way off, is 
that they have a plan for the development of the Algerian economy. It is 
proposed to invest almost Frs 500 billions a year in Algeria for a period of at 
least ten years. ‘The plan includes provision for producing about 20 million 
tons of petroleum a. year and for refining 4 million tons in Algeria. 

Investments of this order, it is officially reckoned, would involve an 
increase in the current deficit of the Algerian budget of Frs 30-40 billions 
a year and, as investment rises to its miaximum level, an increase in the 
trade deficit of well over Frs 200 billions a year (presumably, 1954 is the 
base year for these calculations). ‘The objective of the plan is to increase 
living standards in Algeria by 3-4 per cent a year. ‘The increase is to be 
a good deal greater in the case of Moslems than of non-Moslems. About 
one-third of the cost would be borne by the French Treasury, the remainder 
by local and French (or foreign) private investors. 

All this is extremely optimistic. A glance at investment in Algeria in 
1954 (see Table II) shows how much 1s expected of the Algerian economy 
and of private investors: on the average weil over three times what was 
available from these sources in that (relatively prosperous) year. Presum- 
ably, any shortfall in domestic or external private investment would be met 
by increasing the French public contribution. 
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Assuming that the rebellion comes to an end reasonably soon—but that 
France will still be maintaining a fair-sized military establishment in Algeria 
—the costs to the French Treasury would be as much or more than is now 
being spent to maintain order. ‘This means that if the French national 
income were to continue to increase at about the same rate as in the past 
few years, well over half the increase would be syphoned off to Algeria. 

One further conclusion can be drawn from the information that has been 
made public. In ten years’ time there would be still a very large gap 
between Moslem and European standards of living in Algeria, and between 
average income per head in Algeria and in France. ‘The plan itself is an 
admission that, even if all its optimistic assumptions are taken at face value, 
‘“equal rights and privileges”’ for Algerian Moslems is impossible of 
achievement within a generation. 


Economic Implications of Political Realities 


But all this is in the domain of conjecture. It is already certain that the 
plan cannot be carried out while the rebellion continues on anything like 
its present scale. It is likely that the rebellion will continue because the 
Algerian Moslems have rejected the political objectives that the French are 
seeking. ‘T’o predict the future where such great passions have been aroused 
on both sides is risky. Nevertheless, it is probably safe to say that the 
upshot will be an independent or autonomous Algerian state, and that the 
Moslem majority will be in control of it. ‘This outcome is all the more 
likely in view of the increasing economic difficulties in which France finds 
herself. ‘There is growing awareness that Algeria is extremely expensive 
and cannot be made an integral part of the Republic in any real sense, and 
that the riches of the Sahara are unlikely to relieve France of very much 
of her Algerian burden. 

What then can be said about the prospects for an independent Algeria 
and for the French community and the French “ presence ”’ which France 
has gone to such great lengths to defend? One thing is certain. Inde- 
pendence or self-government under a Moslem majority would mean that 
the status of the French community in Algeria would be radically altered. 
Any Moslem government, from the most moderate to the most revolutionary, 
will attempt to eliminate some of the inequalities between the two com- 
munities: in effect, to unify the two Algerian economies. 

On the basis of what has happened in Morocco and Tunisia and of what 
the French themselves say about the Algerian economy, it is possible to 
make some cautious predictions about the policies that are likely to be 
followed and the results that are likely to ensue. It is assumed that France 
will continue to provide some aid to Algeria; that the United States, if only 
for the sake of its bases in Morocco and in the interests of stability in an 
important area, might provide some; and that oil royalties or transit rights 
will bring in some appreciable amount. Let us say 150 billion francs a 
year in all, roughly three times the rate of externa! investment in 1954— 
but a mere third of the projected rate in the official plan. ‘This should be 
enough capital to promote a modest rate of growth in Algeria along some- 
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what different lines from those now being followed. Curiously enough, 
French studies made over the past ten years point out what must be done. 

Agricultural investment should be spread over a wide area in the form 
of wells, small dams, improved implements, fertilizers and practical instruc- 
tion. ‘There should be a shift from cereals and wine to crops with a higher 
value and more favourable markets: citrus fruits, vegetables, cotton, oilseeds, 
and so on. Large holdings of adequately watered or irrigated land should 
be redistributed. Small farms of 15-20 acres should be intensively cultivated, 
using as much labour as possible. Water and pasture development in the 
drier areas should make it possible to produce a good deal more meat and 
wool. Industry should be spread out in the form of small plants producing 
consumer goods as well as simple tools and agricultural implements. Cheap 
petroleum and natural gas (if they prove to be cheap) will help. 

It may be possible to develop petroleum-chemical production for export. 
It should also be possible to increase exports of processed foods. Here 
the common market might be advantageous to Algeria—though it should 
be noted that Algeria is explicitly excluded from access to the planned 
Development Fund for Overseas ‘Territories. In general, both agri- 
cultural and industrial production should be directed toward internal 
markets even if tariff protection or subsidies are required. ‘There should 
be a good deal of work sharing at modest wages. Employment must be 
found for a large number of Moslems in industry and government. ‘The 
standards of the public services and notably the schools should probably be 
reduced and the services spread over a much larger part of the population. 

Most of these measures would involve replacing French personnel— 
expensive in terms of salaries, housing, vacations, public services and 
imports—with Moslems who might be expected to do the same (or almost 
the same) work for a good deal less remuneration (in all these forms). In 
a sense, the “ modern’”’ economy would be levelled down, thus freeing 
resources for a modest rate of development of the “‘ traditional ’’ economy. 

The burden of these changes would fall heavily on a large part of the 
French community. The experience of Morocco and ‘Tunisia indicate just 
how this might happen. ‘The hardest hit would be the middle and lower 
grades of the civil service, industrial workers, except for the most skilled, 
people selling services, tradesmen and: large land owners. ‘Technicians, 
teachers, highly skilled workers, and industrialists would be affected least. 
At a guess, based on the 1954 census, the first group are well over one-half 
of the non-Moslem population of Algeria. In a sense they would be facing 
Professor ‘Toynbee’s grievous choice: to be assimilated (in living standards, 
educational opportunities for their children, and the rest) or to emigrate. 
In Morocco and Tunisia these groups seem to have chosen t9 emigrate. 
In the past, French investment and enterprise have been responsible for a 
great deal of progress in North Africa. The future development of the 
area, at a rate in keeping with its resources, and the future stability and 
expansion of the French economy, may depend on France’s ability to keep 
its teachers, technicians and entrepreneurs there, even if a great many 
French *‘ North Africans ’”’ must, by their departure, pay the cost. 
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Holland Turns the 


Screw 


By L. METZEMAEKERS 


N spite of dirigisme now perhaps more extensive than anywhere else in 

Western Europe the Dutch Government did not succeed any better 

than its European neighbours in controlling the prosperity of the last 

four years. Already at the beginning of 1956 it became clear that 
increasing home consumption, quickly stimulatipg a growth of imports and 
investments in consumer goods industries, in conjunction with excessive 
state expenditure, was bound to lead to serious trouble. 

The troubles came to a head this summer. In August there was a 
deficit with the European Payments Union of $106 millions. The pressures 
were second only to those suffered by sterling, which as the leading inter- 
national currency is, of course, far more vulnerable. In early September 
the Dutch reserves were down to $840 millions, compared with $1,200 
millions at the beginning of 1956. Consequently, Holland obtained the 
release of one-half of its quota at the International Monetary Fund, drawing 
$68? millions into the reserves in mid-September and obtaining an equiva- 
lent amount as a stand-by credit. 

The spectacular pressures of August were, of course, prompted by the 
general exchange uncertainty in Europe following on the veiled devaluation 
of the French franc, and centering on rumours of upvaluation of the D-mark. 
But the loss of trust in the stability of the guilder reflected a weakness of 
long standing: the discrepancy between the level of imports and home 
consumption on the one hand and the increase of production and produc- 
tivity on the other. ‘The exchange losses were attributable only in part to 
strains by speculative forces and seasonal commitments. Yet despite the 
warning symptoms, the exchange crisis seems to have taken the authorities 
by surprise. When it came, action against the speculators was taken 
quickly: Bank rate was raised to 5 per cent in mid-August, following the 
increase from 3? to 4} per cent in the second half of July. Combined 
with the first effects of the Government’s deflationary measures, this suc- 
ceeded in stilling most of the speculative action by early September, and 
Holland had an EPU surplus of $22 millions for the month. By October 
the guilder was the strongest currency in Europe, near its upper limit 
against the D-mark. It has been a remarkable recovery. 
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For more than a year the Government had hesitated to take the appropriate 
anti-inflationary action. In June last year general elections were held. 
Before that date the parties in power felt unable to effect unpopular measures. 
On the contrary, as a stimulant to the voters they permitted a general wage 
increase of 3 to 6 per cent effective in September, 1956. The Government, 
in particular the Socialist part of it, was very successful in the elections, 
but it was five months before a new cabinet was formed. By the end of 
October, 1956, when the new Government finally took office, it found urgent 
need of economic, fiscal and monetary measures to restore balance in the 
economy. But another four months elapsed before the so-called “‘ note on 
restriction of spending ”’ was submitted to Parliament, announcing a series 
of deflationary and economy measures. 

The crisis followed a period of rapid recovery and prosperity which 
began in 1950. ‘The first three or four years were marked by an expansionist 
economic policy, a strong competitive position in world markets and large 
current surpluses on external account. By the beginning of 1954, it was 
clear that further investments in foreign exchange reserves no longer consti- 
tuted a primary aim, and accordingly the restraint of internal demand which 
had prevailed since the beginning of the post-Korean boom was relaxed. 
Since ofhcial policy thus changed direction, the Dutch economy has shown 
a remarkable ability to absorb large wage increases without seriously im- 
pairing its competitive strength. But this has been largely the result of the 
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extreme restraint shown in previous years: owing to exceptionally good 
labour relations, wages in the early post-war years rose more slowly than 
in other European countries. 

The year 1955 was a turning point. Both personal taxes and indirect 
taxes were reduced, partly to offset the effect of the increase of rents, but 
partly to make some further addition to disposable income. Company 
taxes, too, were reduced. Efforts were made to cut prices by a general 
supervision of profit margins and examination of cartel arrangements, while 
the average level of wages rose by 6 per cent. To absorb excessive liquidity, 
the monetary authorities maintained high reserve ratios for the commercial 
banks. 

It appeared impossible, however, to keep the pressure for higher con- 
sumption, production of consumer goods and higher imports of luxuries 
under due control. Labour shortage put an extra pressure on wages. 
‘Black’? wages were introduced as an escape from the rigid officially 
controlled wage rates. Increasing demand on the home market weakened 
the trend to production for export. One of the first consequences was a 
reduction in the external surplus. In 1952 the payments surplus was 
Fl 1,800 millions—equivalent to some {£170 millions, a very high level 
indeed for a country the size of Holland. By 1954 the surplus was down 
to Fl 400 millions, and in 1955 it was F1 840 millions. 


Excessive Cut in Investment ? 


In 1956, the balance lapsed into deficit, of F1600 millions; and from 
January until about the end of September this year the deficit amounted to 
F1 800 millions. This unfavourable turn is attributable only to a very 
small extent to extra stockpiling as a result of the Suez crisis. During 
1956 internal consumption increased dangerously. As the Government 
emphasized in its note to Parliament, a growing discrepancy was emerging 
between the nation’s voluntary savings and its investments. 

The Government aimed at a cut in spending in 1957 of about 2 per cent 
of the total national income, or some FI 700 millions. Half of this was to 
come from restrictions on investments (F1125 millions on Government 
investments and FI 225 millions on private investments). Of the remaining 
economies of F1 350 millions in consumption, a cut of F175 millions was 
to be achieved in Government expenditures and of F1275 millions in 
private consumption, this through price increases not compensated by 
wage increases. The criterion for the contribution to the total cut of 
F1 700 millions among the various categories was of an ethical or political 
nature rather than an economic one. ‘The Government’s principle was: 
equal distribution of the burden between the state, the employers and the 
consumers, or in political terms, as the Premier’s Socialist Party put it, 
between the capitalists and the working classes. 

New taxes announced in September will reduce the budget deficit to 
F1 405 millions in 1958, from an estimated F1595 millions in 1957. The 
Government is controlling private investments by indirect means, such as 
higher taxation of profits and withdrawal of tax-free depreciation facilities, 
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which were conceded in previous years as a stimulant for investment. 
Hitherto the Government’s measures have not distinguished between private 
investments for production of exports and capital goods and investment for 
home sales of consumer goods. This distinction, however, seems indis- 
pensable in the near future. Otherwise the repercussions on the volume of 
exports may be serious, as is already feared in many business circles. ‘The 
question now being raised by many observers is whether the Government 
can avoid putting a heavier burden on consumers and lightening the burden 
for private and state investments. One of the first consequences of the 
programme now in execution will be a rise in unemployment, and a further 
slowing down in industrial output. 

The balance of trade is dangerously unfavourable. In the first half of 
1957 the deficit in visible trade (Holland, like Britain, traditionally has a 
substantial surplus in invisible payments) reached F1 2.3 billions, nearly as 
high as in 1951, the time of the Korean boom. Itmports in the first half 
of 1957 rose by 17 per cent in value compared with the same period of 
1956, and by about 11 per cent in volume. ‘The biggest increase was in 
industrial raw materials and agricultural produce. ‘The effects of stock- 
piling after the Suez crisis appear to have outweighed the first impact on 
industry of the Government’s anti-inflationary policy, while the increase of 
imports of foodstuffs is due mainly to the unusually bad harvest of 1956. 
In the second quarter of 1957, for the first time in five years, the total of 
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imports went down. It is too early, however, to be sure whether this was 
merely a reaction to the very high imports in the previous quarter or a 
more durable result of the disinflationary measures. 

Exports in the first half of this year rose by 5 per cent in value, and by 
only 2 per cent in volume—the lowest rate of increase shown in five years. 
Exports of industrial goods, however, rose by 6 per cent, and exports of 
chemicals by 20 per cent. ‘There has recently been some improvement in 
the trend of the total, but it seems likely that the trade deficit can be kept 
to reasonable proportions only by a sharper decrease in imports. 

The central bank has flanked the Government’s restrictions by three 
specific measures of monetary restraint. As noted above, it has twice 
raised the official discount rate; it has disallowed any transactions on the 
internal market in balances expressed in foreign currencies; and it has 
prohibited private banks from expanding their outstanding credits by 
more than 2 per cent above the level of October, 1956. 

Money is very dear in Holland now, and many observers have feared that 
the first casualty will be house building. There is still a big shortage of 
houses—it is Holland’s most virulent social evil—and the building pro- 
gramme cannot succeed without relatively cheap money. ‘The unfavourable 
consequences of the rise in rates were quickly felt. Municipal authorities 
found more and more difficulty in borrowing money for their house building 
programmes. Sales of privately-owned houses are even more difficult, 
since mortgage interest has risen to 7 or even 8 per cent. The Govern- 
ment consequently decided to take over the whole financing of house 
building from the municipalities. An amount of F1 523 millions has been 
added to the state budget of 1958 to subsidize 76,000 new houses, leaving 
only 4,000 to be built on private account. 

It is obviously important for the authorities to succeed in restoring 
economic order in Holland before the first effects of the common market 
of the six European countries are felt. ‘There is no reason why success 
should not be attained. Organizations of employers and employees, co- 
operating with the Government in the so-called Economic and Social 
Council, unanimously advised the Government in drafting its programme; 
in general the Government followed this advice. ‘There are, however, 
some weak points in present policy. It remains to be seen whether the 
Government did not put too strong a brake on private investments. It is 
highly possible that the reins will have to be loosened very shortly, in 
particular when the common market has started and competition for Dutch 
industry becomes sharper, at the same time as internal costs are raised by 
the higher common tariff. 

Another serious disturbance might be new wage demands by the trade 
unions, which the cabinet might be too weak to resist. But for so 
dependent an economy as that of the Netherlands, the main factor remains 
the general conjuncture of the world economy. If a general recession 
emerges the Dutch will be among the worst victims. If the general 
conjuncture improves, Holland’s present difficulties might be overcome 
within a fairly short period. 
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CTOBER failed to bring the 

pick up in industrial output on 

which the optimists had been 
pinning their hopes through the sum- 
mer. Disappointment has led to in- 
creasing fears that the long sideways 
movement in production will dip into 
recession. ‘These fears have been 
dramatically registered by Wall Street. 
Under the combined strain of domestic 
economic uncertainties, Russia’s satel- 
lite and its new bid in the Middle East 
—these evidently judged bigger poten- 
tial political menaces than defence sup- 
ports—the Dow Jones industrial index 
dropped 43 points, 9 per cent, in the 
first three weeks of the month, to 420, 
its lowest since May, 1955. ‘The suc- 
cessful firing of a US rocket and a 
‘chins up” speech from President 
Eisenhower brought an extraordinarily 
sharp rally (by 17 points in one day); 
but the market remains vulnerable. Its 
fall of fully 100 points, 19 per cent, 
since mid-July attests the growing 
bearishness of American business senti- 
ment. 

So far the most tangible support for 
that bearishness is the weakness of 
many commodity prices, which has 
carried Moody’s index down from 431 
at the beginning of August (1931—100) 
to 387 in mid-October. Consumer 
spending remains high—though while 
retail sales in September were 5} per 
cent up on the year, seasonally adjusted 
they were slightly below the levels of 
July and August. Despite the slight 
sagging of industrial output shown by 
the Federal Reserve index, it is prob- 
able that the real gross national product 
was still increasing in the third quarter 
of the year. The slower flow of orders 
to manufacturers, however, suggests 
that traders are lightening their stocks 


as a precaution against a fall in con- 
sumer demand; and the belief is grow- 
ing that the slide in stock markets may 
make consumers less willing—as well as 
less able—to spend. 

Investment outlays are still at record 
levels, but their rate of growth has 
slowed down considerably, if it has not 
been already reversed. ‘Third quarter 
expenditure on new plant and equip- 
ment is put at an adjusted annual rate 
of $37.3 billions in the latest official 
survey. ‘This is a new peak—and 45 
per cent above the level of thirty 
months ago—but the forecast of ex- 
penditure in the current quarter is 
down; for the moment at least the 
capital investment boom appears to be 
over. Government spending also seems 
to be tailing off, though the Adminis- 
tration is finding it very difficult to 
achieve its defence economies; recent 
expenditures have been running at an 
annual rate of around $42 billions, 
compared with the year’s estimate of 
$38 billions. 

With these uncertainties, the biggest 
disappointment to many businessmen 

‘last month was the firm statement by 
Mr Alfred Hayes, president of the New 
- York Federal Reserve, that 

it would be a great mistake to relax 

credit restraint just as we have some 

hope of achieving the price stability 
that we have all sought so ardently. 

The moderate excess capacities that 

have appeared in several industries, no 

doubt at least partly as a result of re- 
cent vast capital expenditures, are the 
best allies we could have in seeking 
this goal. They should permit the 
normal forces of competition to be- 

come increasingly effective and put a 

check to further price increases. 

This was scarcely balm to the wounded 
confidence of Wall Street. A few days 
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later, moreover, the Federal National 
Mortgage Association announced the 
offering of $750 millions of eight- 
months’ notes at a new peak yield of 
47 per cent. The proceeds of the issue 
will be used to reduce the Association’s 
debt of $1.7 billions to the Treasury, 
thus providing the Treasury with wel- 
come funds without further enlarging 
the designated national debt, which in 
the middle of October stood only $1.3 
billions below its statutory ceiling of 
$275 billions. 

Mr Hayes could claim that the chief 
casualty of tight money had been busi- 
ness sentiment and that this was 
‘““within reasonable limits’’ healthy. 


Late last month, however, there were 
signs that the Fed contemplated at 
least an easing of restrictive pressure. 


The Bank of America has purchased 
one of the largest privately-owned banks 
in Italy, the Banca d’America d'Italia, 
from the ‘Transamerica Corporation, 
the big bank holding company. The 
new subsidiary has 65 branches and its 
balance sheet at the end of 1956 showed 
total resources of $269 millions. It 
was established in 1919, through the 
merging of several Italian banks, by 
Mr A. P. Giannini, the founder of the 
Bank of America itself. 


American Economic Indicators 





1957 
1954 1955 1956 
June July Aug Sept 
Production and Business: 
Industrial production (1947-49= 100). . 125 139 143 144 144 145 = 144 
Gross private investment (billion $) . 48.4 60.6 659 — -—- 65.5 — 
New plant and equipment (billion $).. 26.8 28.7 35.1 — — 37.2 — 
Construction (billion $) re . 39.6 44.6 46.1 47.2 46.3 47.6 48.2 
Housing starts (000 units) 101.7 110.7 93.2 99.0 96.0 95.0 90.0 
Business sales (billion $) 47.4 52.3 54.8 56.4 57.4 570 — 
Business stocks (billion $) , 75.5 81.7 89.1 90.7 91.0 91.22 — 
Merchandise exports (million $) 1,259 1,296 1,590 1,786 1,694 1,678 — 
Merchandise imports (million $) 851 949 1,051 983 1,145 1,031 — 
Employment and Wages: 
Non-farm employment (million) 48.4 50.1 5319 S28 S28 S39 52.7 
Unemployment (000s) - .. 3,230 2,654 2,551 3,337 3,007 2,609 2,552 
Unemployment as % labour force... 5.0 4.0 3.8 4.5 4.2 4.2 4.3 
Hourly earnings (mfg) ($) 1.81 1.88 1.98 2.07 2.07 2.07 2.08 
Weekly earnings (mfg) ($) 71.86 76.52 79.99 82.8 82.18 82.8 83.2 
Prices: 
Moody commodity (1931 -100){ 7} — | Se ee a 
Farm products (1947-49= 100) 95.6 89.6 88.4 90.9 92.8 93.0 91.1 
Industrial (1947-49= 100) ed 114.5 117.0 112.2 125.2 125.7 126.0 125.9 
Consumers’ index (1947-49= 100) 114.8 114.5 116.2 120.2 120.8 121.0 — 
Credit and Finance: 
Bank loans (billion $) 70.6 82.6 90.3 93.3 924 929 — 
Bank investments (billion $) 85.3 78.3 74.8 72.0 72.7 728 — 
Bank loans (partial) (billion $). . 22.4 26.7 31.3 32.5 31.7 32.0 32.0 
Consumer credit (billion $) 32.3 38.7 41.9 42.2 42.4 429 — 
Treasury bill rate (%) .. 0.95 1.75 2.66 3.32 3.17 3.4 3.56 
US Govt Bonds rate (%) 2.71 2.94 3.11 3.61 3.63 3.63 3.72 
Money supply (billion $) . 209.7 216.6 222.0 219.7 221.0 2200 — 
Federal cash budget (-+ or —) (mill $) -1,072 -740-+5,524 — — -2,446 — 











Notes—Latest figures are preliminary or 
estimated. Yearly figures are given for 
private investment and equipment for 


1954-56 and then quarterly figures at annual 
rates. Construction figures show monthly 
averages 1954-56. Business sales and stocks, 
money supply, bank loans and consumer 


credit show amounts outstanding at the end 
of the period. Moody’s commodity index 
shows high and low 1954-56, and end- 
month levels. Weekly bank loans are derived 
from partial returns only. Budget figures 
are cash totals. Quarterly figures are shown 
in the middle month. 
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FROM ADEN TO TOKYO, wherever your Eastern travels take you, he will not be far away. 
He is the local manager of The Chartered Bank. He is there to serve you—and no one 
is better qualified to do so. The Bank which he represents links East and West through 
a system of branches which extends to most centres of commercial importance through- 
out Southern and South Eastern Asia and the Far East. Those branches provide 
complete and up-to-date banking services, sustained by wide knowledge and long 
experience of Eastern trade, travel and investment. In particular a highly effective 
credit information service and skilled assistance and advice are available to merchants 
and manufacturers seeking new business connexions in Asian markets. 


THE CHARTERED BANK 


(Incorporated by Royal Charter, 1853) 


HEAD OFFICE: 38 BISHOPSGATE, LONDON, E.C.2 


Branches in the United Kingdom at Manchester and Liverpool. 
Agencies at New York and Hamburg. 
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ARGENTINA 


Supporting Free Peso—To check the 
decline in the value of the free peso, the 
Argentine authorities have taken the 
drastic step of providing this sector of 
the foreign exchange market with official 
support. ‘They have also curtailed the 
credit facilities normally made available 
to the banking system for financing for- 
ward operations in the free market. 
‘These measures were initially successful, 
the free rate against sterling being 
brought down within a few weeks from 
130 to 110. The earlier weakness of the 
free peso had been intensified by the 
official switch to this market of part of 
the demand for import’ exchange 
previously handled by the _ official 
market. But official quarters have laid 
the main responsibility on speculative 
activity. 


AUSTRALIA 


Surplus Still Growing—The balance 
of external trade showed a further im- 
prevement in the July-September quar- 
ter, exports exceeding imports by £A18.2 
millions, whereas a year earlier there 
had been an adverse balance of £A3.9 
millions. 


Clouds on Horizon—The Government 
has announced a further easing of import 
restrictions covering a number of less 
essential items. But it has been sug- 
gested that, in view of the weaker trend 
of world wool prices, poor wheat crops 
and the possibility that the inflow of 
capital from the United Kingdom will 
diminish following the raising of the 
London Bank rate, the authorities may 
be reluctant in the next licensing period 
to make new relaxations of import 
controls of the magnitude hinted at 
earlier. 


* Peril Points ” against Japan—It has 
been announced that the ‘T'rade Minister, 
Mr McEwen, has accepted “ peril point ”’ 
procedures (under which tariffs are raised 
if imports exceed a specified level) to 
safeguard Australian industry against 
the intensified Japanese competition that 
is expected to result from the new trade 
pact with that country. 


IFC Loan—The [International Finance 
Corporation has made a loan of $660,000 
to an Australian timber company, Dun- 
can’s Holdings, for financing schemes of 
modernization and expansion. The loan 
is in the form of notes maturing between 
1961 and 1967 and bearing fixed interest 
at 7 per cent, with provision for up to 
a further 5 per cent contingent on profits. 





SIRI SIRI YODHIN 
Chairman, Bangkok Bank 
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AUSTRIA 


D-Marks from World Bank— 'The 
World Bank has granted Austria a loan of 
15 million D-marks to help finance 
hydro-electric schemes on the Lunersee. 
The advance is for 22 years and bears 
interest at 5? per cent. ‘Total World 
Bank assistance for the Lunersee pro- 
jects now amounts to some $14 millions. 


BELGIUM 


Government Asked to Repay — The 
National Bank has asked the Govern- 
ment to take steps to reduce its overdraft 
to the maximum figure of Frs 10,000 
millions stipulated by the statutory con- 
vention governing relations between the 
bank and the Government. Recently 
the overdraft has risen more than Frs 
1,500 millions beyond the ceiling as a 
result of the inability of the Government 
to finance the budget deficit and other 
outgoings by other means (including the 
recent borrowing in New York). 


Bank’s Firm Stand—The new governor 
of the bank, M. Ansiaux, has refused to 
revise the convention with the Govern- 
ment and has also pointed out that 
failure on the part of the Government 
to curtail inflationary borrowings from 
the bank may, by forcing up the note 
issue, make it difficult for the bank to 
fulfil its obligation to keep a gold reserve 
equal to at least a third of its sight 
liabilities. 
BRAZIL 


IMF and Export-Import Credits— 
The International Monetary Fund has 
made Brazil a loan of $374 millions to 
buttress the country’s reserves against 
the pressures imposed by the fall in 
world coffee prices. Brazil has now 
borrowed from the Fund dollars equiva- 
lent in value to half its quota. Drawings 
on the credit of $100 millions granted 
by the US Export. Import Bank in 1956 
for railway development in Brazil can 
now commence, following the formation 
of the Brazilian Federal Railways Com- 
pany which has been incorporating 20 
of the country’s railway systems. 


CANADA 


Free Trade Proposal—Britain’s pro- 
proposal for an Anglo-Canadian free 
trade area made at the recent Common- 
wealth meeting at Mont ‘Tremblant 
came as a considerable embarrassment 
to Mr _ Diefenbaker’s administration. 





Further details are discussed in a note 
on page 697. 


Economy Levels Out—An official sur- 
vey shows that the national product 
amounted to $30,700 millions in the 
second quarter of 1958, the same as in 


the preceding three months. ‘This con- 
firms previous indications that there has 
been a levelling out of the economy 
since the beginning of 1957, following 
the expansion in 1956. 


CHINA 


German Trade Agreement—A new 
trade agreement has been concluded 
between the Communist Government 
and Western Germany providing for 
annual trade of DM 230 millions (£19} 
millions) in each direction. It has been 
stated that one result of the agreement 
will be that a larger proportion of Ger- 
many’s trade with China will be arranged 
directly in future instead of through 
British, Dutch and Swiss intermediaries. 


EASTERN GERMANY 


Currency Swoop—It was announced 
in the second week of October that 
existing banknotes were to be replaced 
immediately by a new issue and would 
thereafter become invalid. ‘The official 
statement explained that notes up to the 
value of 300 marks per person could be 
exchanged into the new currency on a 
one-for-one basis. Amounts in excess 
of this figure would have to be paid into 
special accounts. New currency would 
be provided against these balances sub- 
sequently provided there was no sus- 
picion as to their origin. The measure 
was Officially described as being intended 
‘to prevent Western speculators and spies 
“from continuing their nefarious 
activities ”’. 


EGYPT 


Discouraging Barter Deals — The 
Finance Ministry has announced that 
the bilateral and trilateral barter deals 
which have been a feature of the country’s 
external trading arrangements in recent 
years are to be discouraged in the future 
because they have played an important 
part in the rise in the cost of living. In 
future, it will be permissible to export 
cotton in connection with such opera- 
tions only if essential commodities are 
being obtained in return at prevailing 
world market prices. Furthermore, it 


will not be possible for importers to pay 
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for their purchases in Egyptian pounds. 
Barter trading has been widely employed 
by Egyptian traders to help overcome 
the handicaps in export markets that 
have arisen from rising prices and from 
political stresses. 


FRANCE 


Government Crisis Again — The 
Bourgés-Maunoury Government fell at 
the end of September, having been in 
office for only three months, after the 
National Assembly had turned down a 
confidence motion on the proposed con- 
stitution for Algeria. A_ prolonged 
interregnum followed. 


Bank Investment Consortium—Thir- 
teen leading French banks, including 
the Credit Lyonnais and the Banque de 
Paris, have jointly set up an investment 
company to finance mining, power and 
other development projects in the French 
Union. The initial capital is Frs 250 
millions; this is to be increased by an 
issue of shares to the public before the 
end of 1957. ‘The new concern—Com- 
pagnie financiére pur 1|’OQutremer— 
will enjoy tax concessions similar to 
those already enjoyed by a number of 
companies operating in the French 
Union. The State will guarantee a 
dividend of 5 per cent for the first ten 
years of the company’s life on a capital 
of up to Frs 12,500 millions. 


GERMANY 


Wages Push—Prices have been moving 
upwards as a result of pressure for 
higher wage rates. It is estimated that 
a general increase in industrial costs of 
the order of 3 to 5 per cent will take 
place during the next six months. 


“* Green Light ” for Industry—Follow- 
ing the reduction of 4 per cent in Bank 
rate to 4 per cent in the third week of 
September, Dr Erhard asserted that the 
green light had been given for a renewed 
upsurge of West German industry. 
More intensified investment within Ger- 
many would relieve the export pressure, 
he stated, and provide a good solution 
for the problem of the country’s excessive 
payments surplus. He emphasized that 
after the Government victory in the 
general election nobody in Germany 
expected a revaluation of the mark. 


Tighter Export Insurance—The official 
export credit insurance concern, Hermes, 
has further tightened its conditions fol- 
lowing the continued growth of demand 


for its facilities. Applications will in 
future be subject to a longer waiting 
period, while the maximum proportion 
of contract values insured will be reduced 
from 80 to 75 per cent. 


New Loan to World Bank—Germany 
has made a second loan, of $75 millions, 
to the World Bank. ‘The money is 
being made available by the central 
bank in dollars against notes bearing 
interest at 43 per cent and maturing 
between 1959 and 1961. 


Capital Exports Freed—The export of 
capital has been freed from all controls. 
In future German residents will be per- 
mitted to trade in foreign securities at 
whatever prices they may be able to 
arrange, and need no longer deposit 
foreign securities with authorized banks. 


GHANA 


Funds for Development—The Finance 
Minister, Mr K. Gbedemah, has stated 
that Ghana will need to raise a lot of 
money abroad to finance its development 
programme. If necessary, part of the 
country’s sterling balances—now total- 
ling some £200 millions—would be used 
but the Government would prefer to 
hold these funds in reserve. If the 
money needed could not be obtained in 
the West it would be necessary to look 
elsewhere. 


Distinguished Economic Adviser— 
Professor W. A. Lewis of Manchester 
University has been appointed economic 
adviser to the Government for a period 
of two years. Professor Lewis drew up 
a report on prospects of industrialization 
in the Gold Coast a few years ago, and 
advised the preparatory committee of 
the Volta River project. 


INDIA 


£ Balances Still Falling—It has been 
announced that the stringent import 
restrictions imposed at the beginning of 
July for a three months’ period will con- 
tinue in force for another six months at 
least, in view of the continued dcteriora- 
tion in the country’s balance of pay- 
ments. ‘The change in policy in July 
has not yet found any reflection in the 
payments figures, reserves of sterling, 
gold and foreign exchange having fallen 
by a further Rs 650 millions in the third 
quarter of the year, to below £260 
millions. Accordingly, it has been inti- 
mated that legislation will be introduced 
to permit the minimum cover for the 
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Accounting problem 


How coup MICHELIN 


DISCOVER THEIR 
OVERALL STOCK POSITION 
AT A MOMENT’S NOTICE ? 


28 LEDGERS had to be referred to before Michelin 
could discover the overall position for any one of 
their 900 items of stock. As the demand was in- 
creasing, this meant depots got dangerously low 
in certain items and costly last-minute transfers 
often had to be made. 

Like many firms, big and small, faced with this 
kind of problem, they called in Burroughs. 


SOLUTION. In co-operation with Michelin, our 
representative evolved a complete system, from 
the collecting and summarizing of original data 
to the storage of the final records; this system 
was based on six Burroughs Sensimatics. All 
movements of stock—despatches, sales, transfers 
—are recorded by the Sensimatics in such a form 
that the machine Supervisor can find out within 
seconds the stock position for any size of tyre. 
Total in the Company’s possession, quantity in 
Central Stores, total out at depots, total in in- 
dividual depots—all available at a glance. The 
result is more effective allocation of new stocks, 
fewer emergency transfers, and infinitely quicker 
returns of monthly figures. 


HOW BURROUGHS MIGHT BE ABLE TO HELP YOU 


How many of your staff are engaged in figure-work? 
How long does it take you to get the figures you want? 
Are the figures always accurate when you do get them? 

Burroughs Accounting Machines will do this figure- 
work for you without tying down a lot of staff and do it 
far more speedily and far more accurately. Burroughs 
make machines suited to every size of business and you 
have everything to gain by consulting them. 

They will advise against buying one of their machines 
if they don’t think you need one. Their advice, of course, 
is free. The local Burroughs office is in the phone book, 
or you can write to London if you prefer. 








<Jurroughs 





The most experienced manufacturers of Adding, Calculating, Accounting, Type- 


writer-Accounting, Statistical and Microfilm Equipment 


BURROUGHS ADDING MACHINE LTD., 356-366 OXFORD STREET, LONDON, W.! 











note issue to be reduced below its 
present level of £225 millions (to which 
it was reduced by decree from the level 
of £300 millions). 


Cuts in the Plan—The Indian Finance 
Minister, Mr Krishnamachari, stated in 
London following talks with American, 
Canadian and British Government off- 
cials, that he had not received any 
specific offers of aid for India but had 
been met with great understanding for 
India’s problems. He is completing his 
tour by a visit to Germany. Mr Krish- 
namachari indicated that India would 
need to obtain some £170 millions of 
money by borrowing abroad during the 
next eighteen months if a further fall in 
external reserves during that period was 
to be avoided. ‘The Five-Year Plan 
would not be extended, and if necessary 
further cuts would be made; these would 
have to fall mainly on public sector out- 
lays, since private industry had already 
largely committed the funds required 
for the achievement of its targets under 
the Plan. 


Special Aid from US ?—It has been 
reported that the United States authori- 
ties are considering asking Congress to 
enact a special economic aid programme 
for India, following their discussions 
with Mr Krishnamachari. ‘The chairman 
of the ‘T'ata Iron and Steel Company has 
revealed that arrangements have been 
made for a loan of $174 millions from 
the World Bank and another of $143 
millions from American private insti- 
tutions to cover the foreign exchange 
requirements of the company’s develop- 
ment programme. 


IRAN 


Pipeline Agreement—The Shah has 
announced that an agreement has been 
concluded with an unnamed American 
company for the construction of an oil 
pipeline from the Qum field, outside 
the consortium area, to Iskanderun, the 
Turkish port, at a cost of some $500 
millions. Persia’s share in the profits 
would be not less than 75 per cent. 


IRISH REPUBLIC 


Interest Adjustments—The Bank rate 
has been raised from 5 to 6 per cent 
following the sharp increase in the 
London rate in September. Bank over- 
draft rates have been raised by 1 per 
cent, and deposit rates by 14 per cent to 
4 per cent on amounts exceeding £25,000 
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and by 1 per cent to 24 per cent on 
smaller sums. 


JAPAN 


Import Allocation Cut—The Govern- 
ment has announced that it is cutting 
allocations ot foreign exchange for mer- 
chandise imports in the six months to 
the end of March, 1958, by some $600 
millions below the figure for the pre- 
ceding six months, to $1,652 millions. 
The Finance Minister, Mr _ Ichimada, 
has pointed out that the balance of pay- 
ments requires a_ substantial cut in 
spending abroad, and has expressed con- 
fidence that the contraction in the inflow 
of foreign goods will not cause a rise in 
Japanese prices. 

Payments Improve—The Bank of 
Japan has stated that the balance of pay- 
ments deficit contracted further in Sep- 
tember, to $55 millions from $69 millions 
in August; without the net repayment of 
$74 millions of short-term credits there 
would have been a balance on the right 
side. 

Freer Forward Dealings—The ex- 
change banks have been given permission 
to arrange dealings in forward sterling 
at market rates; previously business had 
to be arranged at rates fixed by the 
authorities. It has been intimated that 
freedom may be extended to spot sterling, 
the rate for which has hitherto been fixed 
by the Ministry of Finance on the basis 
of the sterling-dollar cross-rate. 


MOROCCO 


Withdrawing Pesetas—A mixed com- 
mission of Spanish and Moroccan experts 
has been preparing arrangements for the 
withdrawal of Spanish peseta currency 
from the northern provinces of Morocco. 
The peseta has been widely used as 
currency in these regions for many 
decades past, and ranked there as legal 
tender. But the Spanish and Moroccan 
Governments agreed some months ago 
that in future the Moroccan franc should 
be the sole currency in use in Morocco. 
The Moroccan franc is maintained at 
parity with the French franc, but it is 
a separate currency with its own coins 
and banknotes. 


NEW ZEALAND 


New Premier—The Government has 
been reorganized following the retire- 
ment from the Premiership, for reasons 
of health, of Mr Holland. Mr K. 


Holyoake has become Premier. 








Impact of 7 per cent—Banking houses 
operating in the country fear that the 
intensification of the monetary pressure 
in the United Kingdom will aggravate 
the shortage of credit in New Zealand, 
particularly by encouraging those en- 
gaged in financing the export of wool 
and other products to look for finance 
in New Zealand rather than in the 
London market. ‘They point out that 
whereas in Britain bank overdrafts for 
such operations now cost at least 74 per 
cent, in New Zealand the banks must 
not allow the average charge for credit 
facilities to exceed 5 per cent. 


PAKISTAN 
World Bank Loans—The World Bank 


has agreed to make Pakistan a loan of 
$31 millions to cover part of the foreign 
exchange cost of reconstructing the 
country’s railway system. The Bank is 
also to grant a loan of $4.2 millions to 
help finance the development of private 
industry in Pakistan. ‘The advance will 
be made to the Pakistan Industrial Credit 
and Investment Corporation, a new 
banking concern that is being set up 
with capital provided from Pakistan, 
American, British and Japanese sources. 


SINGAPORE 


Co-operative Bank Proposed — ‘The 
chairman of the Singapore Co-operative 
Union has announced that a co-operative 
bank is to be set up in the territory 
modelled on institutions now operating 
in India and Ceylon. It would act as a 
central source of credit for all co- 
operative societies. 


SOUTH AFRICA 


Capital Controls Re-imposed—The 
Union authorities have re-imposed the 





controls over the movement of capital 
to other parts of the sterling area that 
were first introduced at the beginning of 
1956 but suspended early this year. The 
decision was the outcome of the Septem- 
ber rise in the London Bank rate; it 
was feared that without restrictions the 
rise in short-term rates on the London 
market would have the effect of drawing 
funds away from the Union to an em- 
barrassing extent. 


New York Issue Shelved—Mr Naude, 
the Finance Minister, announced after 
a visit to New York that Government 
plans to borrow a further $15 millions 
in the US capital market to supplement 
the loans totalling $45 millions pre- 
viously obtained from the World Bank 
and American private sources had been 
shelved. This was because the rates 
quoted were too high. 


SWEDEN 


Pensions Referendum—A referendum 
held on three alternative pensions plans 
to supplement existing arrangements re- 
sulted in a vote of 46.4 per cent in 
favour of an obligatory scheme spon- 
sored by the Social Democrats. The other 
party in the Government coalition, the 
Agrarians, were encouraged by the votes 
cast for their scheme to withdraw their 
support, and the Cabinet subsequently 
resigned. 


SWITZERLAND 


Swiss-Arab Bank—lIt has been an- 
nounced that the Swiss-Arab’ Bank 
being formed to promote business 
between Arab League countries and 
Western Europe will start to function 
early in 1958. Much of the bank’s 
initial capital is to be provided by 
Egyptian and Syrian interests. 
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APPOINTMENTS AND RETIREMENTS 


Barclays Bank—Jpswich Dist, Local Head 
Office: Mr E. J. Mullenger, from Princes St, 
Ipswich, to be district manager. Head 
Office, Inspection Dept: Mr L. C. Frost, from 
Grays, to be an inspector. Trustee Dept, 
Birmingham: Mr J. B. Dale, from Brighton, 
to be manager on retirement of Mr E. H. 
Cook. Manchester Dist, Local Head Office: 
Mr F. Hough to be local head office manager. 
London—Camberwell: Mr E. F. S. Jones, 
from South Croydon and Selsdon, to be 
manager on retirement of Mr G. S. Deller; 
Canning Town and Silvertown: Mr A. P. 
Thomas, from 323 Lea Bridge Rd, to be 
manager on retirement of Mr A. V. Terrell; 
Croydon South and Selsdon: Mr F. Marks, 
from Bromley, to be manager; Hampstead 
South: Mr H. F. Shenton, from Melbury Ct, 
Kensington, to be manager on retirement of 
Mr H. G. Baylis; Kensington, Melbury Ct: 
Mr E. H. Griffin, from Langham Place, to be 
manager; 323 Lea Bridge Rd: Mr J. S. 
Rendall, from Barking, to be manager; 
5 Oxford St: Mr N. C. Lockyer, from Vaux- 
hall, to be manager; Park Lane: Mr D. H. V. 
T homas, from 5 Oxford St, to be manager 
on retirement of Mr T. B. Bond; Vauxhall: 
Mr B. A. Dowling, from Piccadilly, to be 
manager. Berkhamsted: Mr E. G. W. King, 
from Harpenden, to be manager. 
Clydesdale & North of Scotland Bank— 
Sir John J. Campbell, general manager, is 
to retire at the end of March. He will be 
succeeded by Mr Robert Duncan Fairbairn, 
hitherto assistant general manager, who has 
now been appointed deputy general manager. 
Mr David Smith, at present chief superin- 
tendent of branches, has been appointed an 
assistant general manager. 

Lloyds Advance Dept: 
Mr E. Everest, from Wigmore St, to be a 
controller; Mr A. J. Glendon, from Burton- 
on-Trent, to be an assistant controller; 
Chief Accountant’s Dept: Mr H. A. Beasley 
to be chief accountant; Chief Inspector's 
Dept: Mr W. W. Lingard to be assistant 
chief inspector. London—Pall Mall: Mr. 
J. W. Devonshire to be an assistant manager 
on retirement of Mr H. H. E. Holt; 





Brixton: Mr G. R. Taylor, from Wood 
Green, to be manager on retirement of 
Mr R. T. Elms; Cheapside: Mr S. V. 


Barratt, from Eastcheap, to be manager on 
retirement of Mr S. G. Mays; Eastcheap: 
Mr L. W. Gardener, from Head Office, to 
be manager; High Holborn: Mr H. M. 
Taylor, from Head Office, to be manager; 
Kingsway: Mr V. G. Martin, from High 
Holborn, to be manager; Piccadilly : Mr 
J. C. B. Windsor, from Kingsway, to be 
manager; Wigmore St: Mr J. G. Harries, 
from Head Office, to be manager; Wood 


Green: Mr J. N. Harding, from Leadenhall 
St, to be manager. 


Midland Bank — Head Office — Premises 
Dept: Mr G. H. Reynolds and Mr C. J. 
Cantwell to be assistant managers ; Staff Dept: 
Mr M. P. Bevan to be an assistant staff 
manager in succession to Mr J. W. Cloke. 
London—Ealing Common: Mr L. C. Osborne 
to be manager on retirement of Mr C. T. 
Parsons; Leytonstone: Mr G. C. E. Dixon, 
from West Smithfield, to be manager on 
retirement of Mr F. A. Cadman. Aberdare: 
Mr J. O. T. Clatworthy, from Pontardulais, 
to be manager on retirement of Mr R. D 
Williams. Bournemouth: Westbourne: Mr 
J. D. Everett, from King’s Rd, Southsea, 
to be manager in succession to Mr A. T. 
Wood. Bromborough: Mr R. E. Carter to 
be manager (formerly under same manage- 
ment as New Ferry branch). Hednesford: 
Mr J. N. Keyte, from Wednesbury, to be 
manager (formerly under same management 
as Cannock branch). 


National Provincial Bank—London—Pad- 
dington: Mr E. E. H. Webster, from South 
Kensington, to be manager on retirement of 
Mr J. H. P. Davies; Piccadilly: Mr A. C. 
Edwards, from Shaftesbury Avenue, to be 
manager’s assistant. Birmingham, Horsefair: 
Mr G. R. Dunn to be manager. Bradford, 
Commercial Bank: Mr S. C. Wilcher, from 
Manchester, to be joint manager. Faversham: 
Mr J. P. Preece, from Hythe, to be manager. 
Hythe: Mr F. D. Sydenham, from Bourne- 
mouth, to be manager. Maesteg: Mr W. R. 
Simpson, from Barry, to be manager on 
retirement of Mr E. D. Williams. Manchester, 
Corn Exchange: Mr E. Morris, from Bir- 
mingham, to be manager. Narberth: Mr 
E. W. Lloyd, from Machynlleth, to be 


manager on retirement of Mr L. G. Davies. 


Westminster Bank—Sir Arthur F. B. 
fforde has been elected a director. Head 
Office: Mr H. E. Burdett to be a controller. 
London—Covent Garden: Mr A. W. Brooks 
to be manager on retirement of Mr B. M. 
Jeffery. Foreign Branch Office: Mr D. H. 
Foskett to be a manager’s assistant; Leyton- 
stone: Mr J. F. Crosbie, from Euston 
Road, to be manager on retirement of Mr 
C. S. Osborn; Lothbury : Mr D. H. Alex- 
ander to be manager’s assistant; Mr G. B. H. 
Wood to be principal, securities dept, on 
retirement of Mr W. J. A. Wood; Mr F. 
Smith to be deputy principal of securities 
dept; Perivale (new branch): Mr S. G. E. 
Owen to be manager; Threadneedle St: Mr 
S. C. Prior, from Foreign Branch Office, to 
be assistant manager; Wandsworth Common: 
Mr A. F. Nicholls, from Victoria, to be 
manager on retirement of Mr H. E. Harris. 
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BANKING STATISTICS 








Trend of “ Risk ’’ Assets 


(£; millions, except for italicized figures, zvhich show percentage of gross deposits) 




















Change Change 
1956 1957 on latest on 
Sept July Aug Sept month year 
Barclays: 
Advances .. 361.1 403.7 402.4 398 .6 —- 3.8 + 37.5 
% - 26.5 28.4 28.6 28.1 
Investment 470.1 490.0 479.7 480.1 + 0.4 +10.0 
% 34.6 34.4 34.0 33.9 
Lloyds: 
Advances .. 341.0 379.7 366.9 361.1 —- 5.8 +20.1 
% ne 30.1 32.1 31.4 30.8 
Investments 365.7 334.6 352.3 357.2 - 4,9 —- 8.5 
yA 32.3 28.3 30.2 30.5 
Midland: 
Advances .. 395.0 407.5 405.1 395.9 —- 9.2 - 0.9 
yA re 29.0 29.1 29.3 28.8 
Investments 402.1 452.6 452.6 452.5 —- 0.1 + 50.4 
% - 29.5 32.3 52.7 32.9 
National Provincial: 
Advances .. 249.1 265.1 252.1 261.9 - 9.8 +12.8 
% eu 32.7 34.5 32.9 34.1 
Investments 221.0 212.4 221.0 220.5 - 0.5 —- 0.5 
» A ie 29.0 27.7 28.9 28.7 
Westminster: 
Advances .. 245 .6 251.8 253.35 249.4 — 4.1 3.8 
yA a 30.5 30.2 30.5 30.0 
Investments 242.6 253.3 253.3 253.3 — -10.7 
of 30.1 30.4 30.5 30.5 
District: 
Advances .. 64.3 76.1 72.0 70.3 —- 1.7 - 6.0 
y A 28 .3 at .3 30.5 29.4 
Investments 72.8 78.7 78.7 78.4 —- 0.3 5.6 
y 2.1 31.7 33.4 32.8 
Martins: 
Advances . 87.7 90.5 92.1 94.2 - 2.1 - 6.5 
yA oo 29.2 29.1 29.8 30.6 
Investments 85.4 89.1 89.6 86.6 —- 3.0 Sm 
% ~e hi 28.4 28.7 29.0 28.1 
Eleven Clearing Banks: 
Advances .. a 1,859.6 1,991.9 1,963.6 1,954.3 —- 9.3 + 104.7 
yA ja 29.7 30.6 . 30.6 30.4 
Investments 1,946.9 1,997.8 2,015.7 2,019.6 - 3.9 +72.7 
. 31.1 30.7 SI. 31.4 
Trend of Bank Liquidity* 
1955 1956 1957 
Mar Dec Mar Aug Sept Dec Mar June July Aug. Sept 
% % % % % % % % % % % 
Barclays .. 28.8 37.9 34.5 35.1 36.6 36.3 31.8 31.7 34.2 34.8 35.3 
Lloyds > week 34:4 32.3 32.8 04.6 HM.4 23.7 32.9 35.9 35.3 35.5 
Midland .. 30.1 38.2 31.8 36.8 39.2 41.3 34.1 33.8 35.5 35.0 35.1 
National Prov a0.4 2e.f 31.3 39.4 3.3 Be.2 31.1 3.0 35.3 33:9 33:9 
Westminster... 29.7 36.3 33.1 37.2 36.9 37.6 34.3 33.0 36.1 36.1 36.5 
District « w8.3 BOD 37.4 35.8 37.9 33.4 2.4 34.3 22.4 3.35 Fat 
Martins .. 28.5 39.8 33.3 37.4 39.5 42.1 36.7 37.5 39.2 38.4 37.4 
All Clearing 
Banks .. 29.9 37.4 33.1 35.6 36.9 37.4 32.6 33.4 35.5 35.3 35.4 


* Cash, call money and bills shown as percentage of gross deposits. 
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Banking Trends since World War I* 


Net Liquid Invest- Combined 
Averages Deposits Assets Ratiof TDRs ments Advances’ Ratiof 
of Months: {mn {mn % {mn £mn % 
1921 - 1,759 680 38 as 325 833 64 
1922 aa 1,727 658 37 — 391 750 64 
1923 _ 1,628 581 35 — 356 761 67 
1924 - 1,618 545 33 _ 341 808 69 
1925 - 1,610 539 32 —- 286 856 69 
1926 7” 1,615 532 32 —- 265 892 70 
1927 - 1,661 553 32 ~- 254 928 69 
1928 1,711 584 33 —- 254 948 68 
1929 ne 1,745 568 32 -- 257 991 69 
1930 - 1,751 596 33 —— 258 963 68 
1931 i“ 1,715 560 32 = 301 919 69 
1932 ahd 1,748 611 34 = 348 844 67 
1933 “ 1,909 668 34 --- 537 759 66 
1934 ca 1,834 576 31 = 560 753 70 
1935 aa 1,951 623 31 — 615 769 69 
1936 ‘a 2,088 692 32 — 614 839 68 
1936 - 2,160 713 32 vee 643 865 68 
1937 oa 2,225 683 30 — 652 954 70 
1938 - 2,218 672 30 — 637 976 71 
1939 - 2,181 648 29 a= 608 991 71 
1940 bia 2.419 785 31 73 666 955 65 
1941 “ 2,863 676 23 495 894 858 59 
1942 - 3,159 712 22 642 1,069 797 57 
1943 - 3,554 723 20 1,002 1,147 747 52 
1944 pai 4,022 788 19 1,387 1,165 750 46 
1945 nd 4,551 886 19 1,811 1,156 768 41 
1946 - 4,932 1,280 25 1,492 1,345 888 44 
1947 ion 5,463 1,646 29 1,308 1,474 1,107 46 
1948 ro 5,713 1,703 29 1,284 1,479 1,320 47 
1949 - 5,772 1,920 32 983 1,505 1,440 49 
1950 - 5,811 2,345 39 430 1,505 1,603 52 
1951 on 5,931 2,308 38 247 1,624 1,822 56 
1952 ws 5,856 2,097 34 —— 1,983 1,838 62 
1953 ’ 6,024 2,201 35 —— 2,163 1,731 62 
1954 a 6,239 2,190 34 —- 2,321 1,804 64 
1955 - 6,184 2,098 33 = 2,149 2,019 65 
1956 os 6,012 2,218 35 —- 1,978 1,897 62 
1951: 
Oct on 5,981 2,423 39.1 177 1,555 1,897 55.7 
Nov - 5,973 1,981 32.0 108 2,033 1,925 64.0 
1956: 
el - 6,042 2,315 36.9 — 1,947 1,860 60.8 
6,305 2,492 37.5 -— 1,980 1,913 58.5 
1957: 
June a 6,164 2,166 33.4 -— 1,989 2,080 62.7 
July ahs 6,216 2,305 35.5 --- 1,998 1,992 61.4 
Aug - 6,170 2,270 35.3 —- 2,016 1,964 62.0 
Sept 6,174 2,287 35.4 — 2,020 1,954 61.8 


* Ten dui banks for 1921-35, thereafter eleven except for italicized line for 1936. 
+ Ratios to gross deposits, i.e. including items in course of collection. 


Floating Debt 


Oct 20, Sept 30, Oct 5, Ost i2, Get 5, 





1956 1957 1957 1957 1957 
Ways and Means Advances: {mn {mn {mn {mn {mn 
Bank of England ; bu 0.8 —_ _ — — 
Public Departments .. 7” 245.2 273.0 202.6 220.0 214.0 
Treasury Bills: 
Tender .. m= os ne 3,620.0) 4888 9 {o5i8'8 3,110.0 3,120.0 
Tap 2 i 7 1,342 of , : 1,715.5 1,742.9 1,772.9 


5 5,208. 2 5,161. 9 5,028.1 5,072.9 5 106. 9 





—— 
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National Savings 
(£mns: Receipts into Exchequer reported during period) 


Savings : Total 
Certi- Defence Savings Premium Total Accrued Defence Remain- 
ficates Bonds Banks Bonds Small Interest Bond ing In- 
(net) (net) (net) ny! Maturity vested* 
1952-53 .. +22.8 -10.7 -131.6 — —119.5 88.3 -45.5 6,020.9 
1953-54 .. +19.0 + 0.3 —79.3 -= — 60.0 88.6 -38.4 6,008.7 
1954-55 +46.0 +51.1 —35.4 — + 61.7 88.8  -28.8 6,126.2 
1955-56 +19.7 +21.5 — 80.4 a= — 39.2 82.7 -50.8 6,123.6 
1956-57 +72.0 + 3.2 —-20.6 -+65.0 +119.5 35.5 -38.9 6,124.0 
1956-57 
August +31.4 + 0.5 -11.2 — + 20.7 5.4 -1.2 6,114.0 
September + 8.7 + 0.7 + 1.6 -- 11.0 -1.8 -1.3 6,123.0 
1957-58 | 
August - 4.5 - 0.9 -13.2 + 7.9 — 10.7 4.2 -0.5 6,272.0 
September —- 1.3 - 1.4 +49 +6.0 + 8.2 4.6 -0.4 6,284.0 
* After taking account of net sales through the Post Office Savings Bank of Government 


securities other than defence bonds. 


Britain’s Gold _ Dollar Reserves 
(Millions of US dollars) 
Net Gold and Dollar 


Surplus (+) or Deficit (—) Financed by: 




















Reserves 
Net Special at End 
Years and With With Surplus Ameri- Payments Change of Period 
Quarters EPU* Other or can and in 
Areas Deficit Aid Creditst Reserves 
1946 .. ig ~- “= — 908 — +1123 + 220 2696 
1947 .. ov = —- — 4131 — +3513 — 618 2079 
1948 .. - = _— -1710 682 + 805 — 223 1856 
1949 .. - —- aa — 1532 1196 + 168 — 168 1688 
1950 .. + 14 +791 + 805 762 + 45 +1612 3300 
1951 .. —112 — 876 — 988 199 — 176 — 965 2335 
1952 .. — 276 — 460 — 736 428 — 181 — 489 1846 
See .. +113 +433 + 546 307 —- 181 + 672 2518 
[See .. + 85 +407 + 492 152 — 400 + 244 2762 
Some .. — 169 — 406 —- 575 114 — 181 — 642 2120 
1956 .. —211 — 408 —- 619 66 + $66 + 13 2133 
1956: 
Ras — 47 + 187 + 140 17 — + 157 2277 
4 + 45 + 54 + 99 9 a + 108 2385 
_ - — 104 — 132 — 236 23 + 156 - 57 2328 
oe as —105 — 517 — 622 17 + 410 — 195 2133 
1957: 
a aie + . — 84 ~ " 13 + 127 + 76 2209 
April .. + 11 + 2 + 104 + 111 2320 
May .. +4 34 —- 10 + 24 1 — + 25 2345 
June .. — 16 —- 22 - 38 1 + 73 + 36 2381 
oF + 12 - 21 - 9” + + 177 + 172 2381 
July - 21 4+ 6 - 15 1 —- 14 2367 
August —- 38 — 166 — 204 -—- —- 21§ - 225 2142 
September — 134 — 166 — 300 — —- 292 1850 


* Portion of deficit or surplus settled in gold (in month following each accounting period). 
+ Payments comprised annual service charges on the US and Canadian loans in each 
December from 1951 to 1955; also, initial payment of $99 mns on funding of EPU debt; 
repayment of $112 mns to IMF in 1954; further $7 mns on EPU funding in July, 1956: 


and $14 mns to IFC in August, 1956. 


Quarterly instalments on Canadian post-war loan 





and monthly payments to EPU creditors not deducted. Credits comprised $4,909 mns in 
1946 from US and Canadian loans; $420 mns from IMF in 1947-49; $325 mns from 
S. African gold loan of 1948; $177 mns from sale of Trinidad oil company in September, 
1956; $30 mns from sale of US Govt bonds in November; $59 mns from India’s drawing 
on IMF in February, $68 mns in March and $73 mns in June. 

t Of which $28 mns due to German deposit for arms purchases. 

§ Annual payment to Germany on EPU debt; German deposit of £75 mns for prepay- 
ment of debt to Britain, spread through July, August and September, is not shown as 
special credit. 
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A safe haven for 
your savings 


These are critical times for those with savings to invewt. 
In the prevailing conditions there can be only one rule: 





invest in safety. 
Investing in safety means —save with the Abbey National. 


The yield is good with income tax borne by the Society. 
Withdrawals can be made at convenient notice. 


With assets of £258,000,000 the Abbey National has the 
strength and solidity of a national institution. Here indeed 
is a safe haven for your savings. 

For further particulars, write for the Society’s Investment 
booklet or, better still, call in and have a chat at your local 
Abbey National Office. 





NATIONAL 


BUILDING SOCIETY 


Member of The Building Societies Association 


A national institution with 
assets of £258,000,000 





Branch and other offices throughout the United Kingdom; 
see local directory for address of nearest office. 


ABBEY HOUSE - BAKER STREET - LONDON N.W.1- Tel. WELbeck 8282 
cvs 458 
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STATE COMMERCIAL BANK, BURMA 





Review of Economic and Business Conditions during 1956-57 





of the Board of Directors of the State 
Commercial Bank, Burma, for the year 
ended June 30, 1957. 

The economic results of the year under 
review indicate a number of encouraging fea- 
tures, which have helped to allay a general fear 
of inflation in the country that characterized the 
earlier part of the year. 

A contraction in money supply despite further 
expansion of bank credit, the restraint in 
Government spending in support of a switch 
from deficit to surplus budget, the progress sus- 
tained in primary production with resultant 
increase in exports, the liberalization of imports 
and the expansion of the Open General Licence 
were signs that the national economy was 
passing through a period of transition and 
adjustment to healthier conditions. 

Government’s new import policy had met 
with a measure of success in ameliorating the 
plight of the consumer public, for near the 
close of the year under report, the activity in 
the market had revived and pz-ices in several 
essential commodities were seen to have lost 
their firmness and in fact had dropped con- 
siderably in the case of textiles. 

The Government has shown realism in de- 
claring its intention to moderate the rate of 
social and economic development in formulating 
a Four-Year Plan. 


To following are extracts from the Report 


Money Rates 


Call money was available throughout the 
year at 1 per cent except for a variation up to 
2 per cent during April to June, 1957. Govern- 
ment borrowing continued at 1 per cent on 
Three-Month Treasury Bills, at 24 per cent on 
Three-Year Treasury Bonds, at 3 per cent on 
Five-Year Treasury Bonds and at 3$ per cent 
(compound interest) on Twelve-Year Savings 
Certificates. ‘There was no change in the rates 
charged by the Union Bank of Burma on credit 
made available to the banks, the rates being 
2 per cent against Government securities and 
3 per cent on others. The minimum rates 
allowed by banks on six-month, nine-month 
and twelve-month Fixed Deposits recorded 
slight fluctuations during the second half of 
1956. The maximum and minimum rates on 
six-month Fixed Deposits fell to 2} per cent 
and } per cent during July to September, 1956, 
while the minimum rates on nine-month and 
twelve-month Fixed Deposits dropped to } per 
cent and $ per cent respectively during October 
to December, 1956. In order to encourage 
more savings, Government increased the rate 
on its Savings Bank Deposits from 2 per cent 
to 3 per cent per annum with effect from 
October 1, 1956. 


Capital Market 
For the period July, 1956, to April,£1957, the 


amount of Government loans issued to the 
various State Boards and Corporations was 
K 1,876 lakhs, while loans to local authorities 
amounted to K 1.3 lakhs. 

Additional issues of Government-guaranteed 
debentures totalling K 600 lakhs were made by 
State enterprises during the year. 

The above issues were fully taken up by the 
Union Bank of Burma. Since the Union Bank 
of Burma was able to sell K 75 lakhs only of 
its holdings of Government-guaranteed deben- 
tures to institutional investors, its holdings of 
these securities increased during the year from 
K 1,973 lakhs to K 2,498 lakhs. 

Government subscribed a total of K 182 
lakhs to seven Joint Venture Corporations 
which were set up during the year to handle 
essential imports. Total subscriptions by 
private shareholders towards the share capital 
of these Corporations amounted to K 96.32 
lakhs. 


Trade and Exchange 


According to provisional data available for the 
period July, 1956, to June, 1957, total imports 
and exports amounted to K 99.66 crores and 
K 111.32 crores, representing an increase of 
K 14.90 crores and K 8.60 crores respectively 
over the previous year. The trade balance 
declined from K 17.96 crores in 1955-56 to 
K 11.66 crores this year due to larger imports. 

A total of 2.01 million tons of rice and rice 
products were exported during July, 1956, to 
June, 1957, as compared with 1.69 million tons 
during the corresponding period of 1955-56. 
The proceeds also showed an increase of K 12.91 
crores. Exports of other commodities such as 
beans, pulses, gram, oilcakes, petroleum pro- 
ducts and teak increased in varying degrees, 
while exports of base metal and ores declined 
by about 31 per cent. 

The United Kingdom continued to be the 
chief supplier of Burma’s needs, contributing 
about 22 per cent of the total value of imports, 
with Japan following with 19 per cent and 
India with 11 per cent. On the export side, 
India was the major customer, absorbing about 
26 per cent of the total exports. Ceylon and 
Japan were the next best customers, taking up 
about 11 per cent each. 


Balance of Payments 


The balance of payments showed a marked 
improvement during the year 1956 with a 
surplus of K 16 crores as compared with the 
deficit of K 11.9 crores in 1955. This substan- 
tial improvement in the balance of payments 
was due mainly to a iarge trade balance, result- 
ing from increased exports—K 114.3 crores in 
1956 as against K 99.6 crores in 1955—and a 
reduction in imports from K 93 crores in 1955 
to K 89.4 crores in 1956. 

Final data available for the first quarter of 
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1957 showed a deficit of K 9.2 crores, chiefly 
on account of lower export proceeds and higher 
payments on both trade and non-trade accounts. 
A similar trend persisted in the second quarter, 
in respect of which provisional figures indicate 
a deficit of K 5.5 crores. The total deficit for 
the first half of 1957 at K 14.7 crores was not, 
however, fully reflected in the fall in exchange 
reserves of K 7.4 crores from K 69.3 crores at 
the end of December, 1956, to K 61.9 crores 
at the end of June, 1957, because part of the 
imports were paid for in local currency under 
the United States Public Law 480 Programme. 


Organization and Operations 


There was continued expansion at the Head 
Office. The expansion of the Internal Audit 
and Inspection Department in particular was in 
conformity with the programme to undertake a 
more thorough checking of the accounts of the 
Head Office and branches consequent on a heavy 
turnover of business. 

The total number of Current, Savings and 
Special Deposit Accounts held by the Bank 
increased from 4,838 at the end of June, 1956, 
to 8,095 at the end of June this year. 

The Bank made a further addition of K 7 
lakhs during the year to investments, which 
stood at K 1,516 lakhs on June 30, 1957. The 
investments were largely made up of short- 
and medium-term Government securities valued 
at market rates prevailing on the last day of the 
vear under report. 

The Balance Sheet total had increased from 
K 3,042 lakhs on June 30, 1955, to K 4,056 
lakhs on June 30, 1956, and still further to 
K 6,186 lakhs at the end of the year under 








last two years was characteristic of the rapid 
growth of the Bank. 

Gross earnings for the year ended June 30, 
1957, amounted to K 132.50 lakhs, an increase 
of K 40.65 lakhs, or 45 per cent, as compared 
with the previous year. The increase was 
noticed practically under all income heads 
except Exchange. The decrease of income 
under this head was mainly due to payment of 
exchange to the Union Bank of Burma for 
foreign currencies purchased from it to meet 
the Bank’s commitments abroad. 

The net profit together with the balance of 
K 14.55 lakhs brought forward from the pre- 
vious year amounted to K 117.48 lakhs. The 
balance of profits amounting to K 22.48 lakhs 
was carried forward to the next year. 

A larger gain in profits had enabled the Bank 
to declare a dividend of 10 per cent for the 
current year as against 7 per cent last year. 


Foreign Business 


The heavy pressure of business in the Foreign 
Department continued throughout the year. 
Export credits and bills did not show the same 
tempo of increased activity as the financing of 
imports due to the fact that a large portion of 
rice exports was settled on a Government- to- 
Government basis, and the proceeds were not 
routed through this Bank. On the other hand, 
the volume of business relating to imports was 
considerably greater. 

Due to continued expansion of foreign busi- 
ness, the Bank entered into further corre- 
spondent relationships with leading inter- 
national banks. The total number of such 
foreign correspondents by the end of the year 
was 47, in 37 various countries. 





THE STATE COMMERCIAL BANK, BURMA 
Balance Sheet as at June 30, 1957 





report. The fact that it had doubled over the 
LIABILITIES 
CAPITAL: K 
Authorized 5,00,00,000 
Issued and Paid 
| eee .. 2,00,00,000 
2,00,00,000 
RESERVE FUND ... és 40,00,000 
PROFIT AND Loss Accou NT 22,48,512 
Deposits (including Current, 
Savings, Fixed, Ba im and 
Call Deposits) . .. 23,54,94,755 
BiLLs PAYABLE a“ ..  1,61,64,670 
BORROWINGS “a as — 
OTHER LIABILITIES AND 
ACCOUNTS ne" oa 8,57,66,133 
ACCEPTANCES, is ENDORSEMENTS 


AND GUARANTEES PER CONTRA 25,48,60,391 





61,85,34,461 





XXVII 


ASSETS 
CASH: K 
In Hand and with 


Union Bank .. 5,60,11,062 
With other Banks 25,15,033 
With Treasuries 1,07,46,257 








6,92,72,352 
MonEyY AT CALL AND SHORT 
NOTICE . — 
BILLS Pu RCHASED AND Dis- 
COUNTED 1,65,87,468 
LOANS, ADVANCES AND Over- 
DRAFTS (after providing for 
Bad and Doubtful Debts) 5,89,67,251 
INVESTMENTS : 
Government and 
Government- 
Guaranteed 
Securities 10,87,31,484 
Other Securities 4,28,57,100 
15,15,88,584 
OTHER ASSETS AND ACCOUNTS 6,72,58,415 


ACCEPTANCES, ENDORSEMENTS 
AND GUARANTEES PER CONTRA 25,48,60,391 





61,85,34,461 

















MIDLAND BANK 
LIMITED 





Capital Reorganization Approved by 
Members 





shareholders of Midland Bank Limited 

and separate Class Meetings of the 
holders of £12 shares, £2 10s. Od. shares and 
£1 shares were held on September 30 at the 
Head Office, Poultry, London, E.C. 


The Rt. Hon. The Viscount Monckton of 
Brenchley, P.C., K.C.M.G., K.C.V.O., M.C., 
Q.C., the Chairman, presided. 


Resolutions were duly passed agreeing to the 
proposed reorganization of the share capital of 
the Bank. Results of the polls taken at each 
separate Class Meeting and at the Extra- 
ordinary General Meeting of the Company 
were as follows :— 


As Extraordinary General Meeting of the 


Class of Meeting For Against 
£12 0 O Shares 36,434 271 
£2we o - 15,893 156 
Zh. @:s ‘e 7 22,969 58 
Extraordinary General 

Meeting a 54,549 323 


The Scheme will now be submitted to the 
High Court for confirmation in so far as 


reduction of the Bank’s capital is concerned. 

















books 


for 


Pitman bankers : 











LAW OF WILLS 


By S. J. Bailey, M.A., LL.M. 5th edition 50s. net 
The latest edition of this book forms an up-to-date 
introduction to the rules of Law and Equity and 
Construction relating to Testamentary Dispositions. 
A special appendix dealing with Part | of the Intes- 
tacies Act, 1952, has been included. 


FINANCE OF OVERSEA TRADE 


By W. W. Syrett, M.B.E., F.R.Econ.S., F.inst.B., 
M.1.Ex. - net 
Students of commerce and finance will find this 
a useful and practical treatise on international trade. 


SECURITIES FOR BANKERS’ 
ADVANCES 


By J. Milnes Holden, LL.B., Ph.D., A.I.B. 35s. net 
This work states current banking practice in relation 
to securities for advances and explains the law 
relating to each type of security covered. The work 
is recommended by the Institute of Bankers for 
examination students. 


PARKER STREET LONDON, W.C.2 























Balanced judgment 


The first step towards the attainment 
of a balanced judgment is the accurate 
analysis of all available information, 
In any banking transaction affecting 
Australia or New Zealand we will 
try to provide such information, 


drawing upon our 140 years’ experience 


and our network of over 1,000 
branches to make it as reliable and 
objective as possible. 


Main London Office: 29, Theadneedle Street, E.C.2 


D. J. M. Frazer: Manager 
(Incorporated in Australia with Limited Liability) 


..- ALL OVER AUSTRALIA AND NEW ZEALAND 
CAEN RII Bet 5 CTR EEDA EEA ONAL OR ITS 
XXVili 
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